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---and Insurance Commissioners 
have intimate and accurate knowledge 


of ALL FORMS of Insurance. 


“Mutual insurance has always appealed to me as the most 
economic and humane form of insurance. It constitutes most nearly 
the fulfillment of the command of the Golden Rule. Mutual in- 
surance is indeed to carry one another’s burdens. I have always 
openly confessed my faith and admiration of the Mutual Insurance 
principle.” 

S. A. OLSNESS, 
Commissioner of Insurance, 


State of North Dakota. 


Let Us Write Your 


Workmen’s Compensation Insurance 
as well as your Automobile Coverage 


MICHIGAN MUTUAL 
LIABILITY COMPANY 


Resources QA2WQAR Dividends 
More Than — 4 — More Than 
$3,750,000.00 President $2,500,000.00 








Home Offices, Detroit Branch Offices Mutual Hospital, Detroit 
1200 General Necessities Bldg. Grand Rapids, Lansing, Saginaw, Port Huron, 2730 East Jefferson Ave. 
Telephone Cadillac 9761 Flint, Kalamazoo, Pontiac, Jackson, Munising. Telephone Edgewood 4240 


Workmen’s Compensation, Automobile, Group Health and Accident and other Casualty Lines 
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Selection of Risks 


is essential to the security of 
an insurance company. 


Selection of an Insurance Company 


is just as essential to the 
security of an assured. 


The “MILL MUTUALS” fulfill the most rigid requirements. 


Western Millers Mutual Fire Insurance Co Kansas City, Mo. 
Ohio Millers Mutual Insurance Co Van Wert, Ohio 
Michigan Millers Mutual Fire Insurance Co Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co Des Moines, Iowa 
Millers Mutual Fire Insurance Co Harrisburg, Pa. 
Millers Mutual Fire Insurance Co Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association Alton, Ill. 
Grain Dealers National Mutual Fire Ins. Co....... Indianapolis, Ind. 
Millers National Insurance Co Chicago, Il. 


Mutual Fire Prevention Bureau 
230 East Ohio Street 
Chicago, Illinois 
(Operated by the Mill Mutuals) 
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Free From Technicalities 


i tee 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


sue. ee 


Offices From the Atlantic to the Pacific 


a Gale & Stone, Boston. Justin Peters, Philadelphia. 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Insurance Agency, 

James S. Kemper, Mgr. 
Chicago, Milwaukee, Minneapolis, Omaha. 
Lumber Insurance Agency, Indianapolis. 
The Martin General Agency, Seattle, Denver, San Francisco. 
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IN THE NEXT MUTUAL CONVENTION CITY 


Milwaukee’s City Hall, One of the Striking Buildings in the Wisconsin Metropolis, Where Mutual 
Gathering Will Be Held October Ist to 4th 
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The Crowds of Fifth Ave-—Of What Value Would They Be to a Merchant if His Store Were Closed Because of Fire 


Business Interruption Insurance 


Protection Against the Hazard of Property Made Idle by 
Disaster Rapidly Growing in Popularity 


HE standard form of fire 
policy protects the insured 
against direct loss by fire only 

and distinctly denies liability for the 
loss due to interruption of business 
or manufacture. The need for un- 
derwriting indirect loss, or consequen- 
tial damage, was first recognized 
about 40 years ago, when certain 
stock companies in New England 
devised a so-called use nd occupancy 
clause and added it to policies cover- 
ing factories against fire damages. 
The clause was a competitive device 
for securing and retaining the well- 
protected sprinklered risks which fac- 
tory mutuals and other mutual in- 
surance companies were then insur- 
ing in large numbers. While no offi- 
cial statistics are available to show 
the extent to which this class of pro- 
tection is being carried, its subse- 
quent development into a_ widely 
known fire insurance line has been 
due to several reasons. The risk of 
physical property damage by fire 
which continuously confronts busi- 
ness establishments carries along 


By F. E. WOLFE 


Professor of Insurance 
University of Illinois 


with it an additional risk of indefinite 
suspension of business activity, ces- 
sation of profits, and continuation of 
fixed charges and unavoidable ex- 
penses. Every manufacturer, mer- 
chant, and owner of buildings stands 
to lose, when a fire suspends busi- 
ness operations, not only his ex- 
pected income but also continuing 
overhead outlay. Indirect losses have 
been found often to exceed the di- 
rect, especially when the property 
damage is partial. During the war 
period manufacturers, who recog- 
nized the possibility of costly delay 
in securing machine parts of either 
domestic or foreign make, sought in- 
surance against such loss. The de- 
mand has further grown because 
changed business operations make the 
risk of indirect loss of greater com- 
parative importance. Under recent 
buying methods small stocks of goods 
are kept by distributors along the 


line from retailer to producer, and 
turnover is more frequent. The to- 
tal of net profit and fixed expenses 
becomes a relatively larger factor in 
comparison with the value of stock, 
plant and equipment. In view of the 
probability of greater proportionate 
loss in overhead and _ prospective 
earnings in case of fire, business men 
require insurance against it. 


To meet this loss from stoppage of 
the use of property for business pur- 
poses, either special forms are en- 
dorsed on the standard fire policy, or 
separate policies are issued by all 
leading fire insurance companies.’ 
The coverage includes “use and oc- 
cupancy insurance” and its related 
forms—‘ profits and commissions in- 
surance,” “rent insurance,” “rental 
value insurance,” and “leasehold in- 
surance.” Although long usage fa- 
vors the title, “use and occupancy in- 
surance,” it is lacking in clearness 

1The endorsement is also attached to the stand- 
ard tornado, or earthquake, or sprinkler leakage, 


or riot, civil commotion or explosion _ policies. 
Separate policies on these risks are also issued. 
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and has not been defined generally 
by the courts. The term “business 
interruption insurance,” which has 
been adopted by some companies as 
a substitute for “use and occupancy 
insurance,” describes its character 
more accurately and suggests the 
broad scope of the risk insured 
against. It may be classed as a genus 
with its related forms as species, 
and in some of its applications to 
manufacturing, mercantile, and other 
business is itself also a species. Each 
of the above named forms has the 
same general purpose of indemnify- 
ing against financial loss whether, 
for example, due to fire or other 
specified cause having interrupted 
the operation and earnings of a plant, 
store, theater, warehouse, or hotel, 
prevented the sale of products, or 
rendered untenantable, or unproduc- 
tive of income, a dwelling, an apart- 
ment, or leased business property. 
They differ, however, in adaptation 
to varying business situations and in 
their specific provisions. 
SOD 


HE risk of business interruption 

contains two essential elements: 
(1) Inadequacy of income from the 
process of operation to meet main- 
tenance charges as well as to provide 
for net profits which might reason- 
ably have been earned but for the 
fire; and (2) Uncertainty as to how 
long the unfavorable economic con- 
dition will continue. Among the 
items to be considered in estimating 
the amount of insurance to be car- 
ried against the risk may be listed the 
following, figured on an annual basis 
and varying with different types of 
business: (a) net profits expected to 
be earned, straight profits or com- 
missions on finished stocks of goods, 
or income from ‘rents, rental value, 
and value of leasehold interest; (b) 
taxes, ground-rent, or other rent; 
(c) interest on notes and bonds; (d) 
salaries and directors’ fees; (e) roy- 
alties for machinery and processes 
which are payable whether operating 
or not; (f) wages of foreman and 
skilled help who cannot be laid off ; 
(g) other fixed charges, or special 
expense items which cannot be dis- 
continued during suspension of oper- 
ation. A plant with its equipment is 
valuable while the tenant occupies it 
and uses it to earn a gross profit. 
When fire deprives him of the oppor- 
tunity so to use it, he makes no net 
profit, and continues to pay such 
standing charges as must be borne 
until operation is resumed. The to- 
tal of estimated net profit and un- 
avoidable charges for one year con- 
stitutes the amount of value which 
may be insured if complete protec- 
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tion is desired. Another suggested 
indication of a reasonably fair aver- 
age amount is to take 10 per cent of 
the annual average volume of busi- 
ness of the concern for the preceding 
year or two years. The annual busi- 
ness of a future year following the 
fire loss determines the extent of the 
risk, and, while maintenance charges 
can be easily proved, prospective 
profits require to be estimated. Hence 
in underwriting the risk precautions 
must be taken to preserve the con- 
tract as one of indemnity only. 


Business Interruption, or Use and 
Occupancy Insurance—Its purpose 
is to indemnify manufacturers, mer- 
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chants, owners of power plants, ho- 
tels, laundries and theaters, ware- 
housemen, and others for (a) the 
loss of fixed charges and other nec- 
essary expenses that must continue 
during a partial or total suspension 
of operations, and (b) the failure to 
realize anticipated profits on the pro- 
duction of goods, or on other busi- 
ness interrupted by fire; but (c) not 
to exceed a_ specified proportion 
(usually 1/300th) of the amount of 
loss for each working day during a 
period reasonably required for re- 
sumption. Only the actual loss sus- 
tained by fire in the premises is to be 
paid, and standing charges to the ex- 
tent only that these would have been 
earned had no interruption occurred. 
Capital and equipment are more or 
less unproductive while rebuilding or 
repairing is going on, and (in a 
manufacturing risk) the machinery 
reset. The extent of the loss depends 
upon the severity of the fire, the na- 
ture of the business, and the ease 
with which new machinery if re- 
quired could be bought and put in 
place with the proper 
equipment. If stock is insured in a 


operating 





manufacturing risk, raw stock or 
stock in process is meant, and not fin- 
ished stock. Loss of use of a factory 
cannot in itself benefit nor harm the 
finished stock. But this form of in- 
surance would properly cover fin- 
ished stock and merchandise for sale 
in a mercantile risk. 


owen 


| piers interruption insurance 
may be taken by an individual, 
a firm, or corporation—whether ten- 
ant or owner. Coverage applies to 
buildings, machinery, equipment, and 
necessary raw materials or stock used 
by the particular business. Contracts 
are written on manufacturing plants, 
mercantile establishments, and other 
enterprises. Certain classes of con- 
cerns are undesirable risks from the 
standpoint of the underwriting com- 
pany, such as those that are not well 
established or managed, or those en- 
gaged in the manufacture of fads or 
catering to a temporary demand. On 
account of varying conditions affect- 
ing business interruption insurance 
in different kinds of business it is 
necessary to adapt clauses and forms 
of policies which best meet each situ- 
ation. A uniform clause or one stand- 
ard policy is, therefore, difficult, if 
not impracticable to formulate, al- 
though some degree of standardiza- 
tion in wording has taken place. 
Three contract forms are in use: 
(1) constant earning, or 300 (365) 
day form which provides payment in 
the event of loss for the same per 
diem amount for each working day 
in the year; (2) the seasonal form 
with an unlevel scale of per diem 
payments varying as between certain 
named dates; and (3) the coinsur- 
ance form, in which a clause stipu- 
lates that the percentage of insur- 
ance shall be based upon the total of 
net profits and all expense which 
would have been earned had no fire 
occurred. The first two indemnify 
the insured in practically the same 
way as if they contained the 100 per 
cent coinsurance clause, for the in- 
sured cannot recover full actual loss 
unless the total contributing insur- 
ance is equal to 100 per cent of one 
year’s net profit and fixed expense. 
Under the constant form the amount 
recoverable for one day’s interrup- 
tion is 1/300th of the insurance car- 
ried. Hence this form should be 
used only when the value of the plant 
or premises for continued operation 
or use is approximately the same for 
each day of the year. The seasonal 
form would provide, for example, in 
an assumed case of an insured dry 
goods merchant, $250 a day during 
the summer months, $500 a day in 
September and October, $800 a day 

















in November and $1,200 a day in 
December, and proportionate amounts 
for other months as immediately 
preceding annual records indicate 
variations of monthly earnings. This 
form is appropriate for many differ- 
ent types of business. The coinsur- 
ance form is used in those cases 
where the insured have found that in 
periods of brief interruption none of 
their expense is avoidable. If any 
expense is avoidable the differential 
rates charged for this form make its 
purchase inadvisable. Valued poli- 
cies are not written, as a rule. They 
eliminate the necessity of proving a 
loss by a detailed statement, and an 
insurance company issuing this kind 
of policy on a concern that is not in 
a prosperous condition invites a loss. 


Conditions Determining Company’s 
Liability—The policy sets forth the 
conditions under which the insurance 
company is liable for “‘the actual loss 
sustained of net profits on the busi- 
ness which is thereby prevented, and 
for such fixed charged and expenses 
as must necessarily continue during a 
total or partial suspension of busi- 
ness.” It provides that the indemnity 
payable shall continue “for such 
length of time as shall be required 
with the exercise of due diligence and 
dispatch, to rebuild, repair or replace 
such part of said building, and ma- 
chinery and equipment and stock as 
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may be destroyed or damaged (com- 
mencing with the date of the fire and 
not limited by the date of expiration 
of this policy) ” The com- 
pany remains liable until the termina- 
tion of an interruption even though 
the policy may have expired in the 
meantime. Liability, however, con- 
tinues only until replacement can be 
made, as otherwise claims could be 
made for payment over the further 
time, after the restoration of the 
building, equipment, and stock (if 
covered) that the insured would con- 
sider necessary to put his organiza- 
tion in its usual condition of effi- 
ciency. Measurement of liability is 
in terms of replaced physical prop- 
erty, for as yet the element of plant 
efficiency is too indefinite to permit 
an accurate determination of the 
proper premium rate. The contract 
requires the insured to resume oper- 
ations.as soon as practicable after the 
loss, if such operations will reduce 
the insurance loss, and to that end 
must use any surplus machinery, or 
parts thereof, equipment, stock and 
supplies, or property in another loca- 
tion, if obtainable, to shorten the pe- 
riod of loss payment. 
SOS 


HE company’s liability is defined 
as not exceeding “the maximum 
amount of insurance by this policy, 
nor a greater proportion of any loss 
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than the insurance hereunder shall 
bear to all insurance, whether valid 
or not, covering in any manner the 
loss insured against by this policy.” 
The amount recoverable is limited to 
a per diem fractional part of the to- 
tal insurance. Thus, one policy form 
for manufacturing plants in steady 
operation provides: “The per diem 
liability under this policy during the 
time of total suspension of business 
of all properties described herein 
shall be limited to the “actual loss 
sustained,” not exceeding 1/300th of 
the amount of this policy for each 
business day of such suspension, due 
consideration being given to the ex- 
perience of the business before the 
fire and the probable experience 
thereafter.” If the business operates 
Sundays and holidays and expects 
“constant and continuous earnings,” 
as do hotels, power plants, and some 
other lines, the year must be taken as 
containing 365 days and the fraction 
changed to 1/365th. During the time 
of a partial suspension, liability un- 
der the policy is defined as “not ex- 
ceeding that portion of per diem lia- 
bility that would have been incurred 
by a total suspension of business, for 
the same time.” The daily produc- 
tion (or business) at the time of the 
fire also “shall be based upon the av- 
erage daily production (or business) 
(Continued on page 31) 
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Nor Would the Throngs in State St., Chicago, Be an Asset to an Establishment in ruins. 








JOURNAL OF AMERICAN INSURANCE 





Merrimack Mutual A Century Old 


Massachusetts Company Established In 1828 Points to Consistent 
Growth As Proof of Correctness of Mutual Principles 


CCASIONALLY we learn of 
O a person who achieves promi- 
nence for having passed the 
100 year mark in the race of life. 
Such records are rare and deserve 
appropriate recognition. 
Likewise with institutions. 


Just as humans are subject to in- 
numerable influences which have re- 
duced the average life to less than 
three score years, sc institutions, the 
product of man, bear a high mortal- 
ity rate in the early stages of their 
existence. Hence the concern that 
spans a century attracts attention. 


On February 11th, 1828, citizens 
of Andover, Massachusetts received 
from the Commonwealth the charter 























(ABOVE) 


The Jenkins Homestead 
in Andover, Massachusetts 
on Which Policy No. 1 Was Is- 
sued by the Merrimack Mutual 

in the Spring of 1828 


(TO RIGHT) 


“The America House” 
Also in Andover Where the Fa- 
mous Patriotic Song Was Writ- 
ten. It Is Likewise Insured in 


the Merrimack Mutual 


for the Merrimack Mutual Fire In- 
surance Company. The river of that 
name had long been turning the 
wheels of New England factories. 
Its mighty natural dam of 1700 feet 
span was only a few miles away and 
was fitting inspiration with its prom- 
ise of perpetuity for the name of a 
mututal institution. 
sos 

HE first meeting of incorpor- 

ators for the adoption of By- 
Laws and election of Directors was 
held February 28th at Locke’s Tav- 
ern. In those days the local Tavern 


was still the center of activities in 
any community. The Act of Incor- 
poration required the pledging of 
$100,000 of liability before the writ- 





ing of policies could begin. The con- 
fidence of the property owners was 
shown by the completion of pledges 
in less than two months. 

The first Board of Directors was 
wisely chosen from the leading citi- 
zens of the community, physicians, 
bankers, manufacturers, the sheriff 
and the postmaster. The willingness 
of these influential and busy men to 
lend their time and counsel to a new 
project without hope of financial re- 
ward was additional evidence of the 
flowering of that spirit of coopera- 
tion which is a contribution of the 
Pilgrims who first peopled the North 
Atlantic coast. The best minds in 
every community in the early years 
of the 19th Century were united in 
fostering educational and financial 
improvement along mutual and co- 
operative lines. 

This spirit was especially evident 
in Andover, being spurred on per- 
haps by the signal achievements of 
Phillips Academy which completed 
that year its first half century. Wit- 
ness the founding in 1826 of the 
Andover National Bank; Merrimack 
Mutual Fire Insurance Company, 
1828; Abbot Academy, 1829; and 
Andover Savings Bank, 1834. 

As one reads the pages of the 
Merrimack Mutual’s record books, 
we find the history of the Company 
can be told best as a history of men. 

(Continued on page 20) 
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Governmental Regulation of Insurance 


Multiplicity of State Laws Tend to Complicate a Business Which 
Could Function Better if Subject to Fewer Statutes 


N this country, the regulation of 
the insurance business and of in- 
surance companies is exercised 

by the individual states. It is hardly 
an exaggeration to say that each is a 
law unto itself and can set up prac- 
tically whatever requirements and 
regulations it deems desirable. An 
insurance company, when it is 
formed, receives authority to carry 
on business by some one state which 
is thereafter recognized as its home 
state. If it wishes to carry on busi- 
ness outside of its home state, it can 
do so only by complying with the 
laws and regulations with respect to 
the admission of foreign companies 
of each additional state it wishes to 
enter. 


An insurance company doing busi- 
ness in five states, for example, is 
subject to the insurance laws of five 
different states, one of which is its 
home or domestic state, and four of 
which are fields in which it later has 
been allowed to enter. Theoretically 
and practically it serves five different 
masters. If a company does almost 
a nation-wide business, operating let 
us assume in forty different states, 
it must obey the mandates of forty 
different masters. It has to keep it- 
self informed as to the constitutional 
and statutory requirements of each 
state on literally scores of different 
matters, and then see to it that the 
law of each state is observed with 
regard to these various matters upon 
which it has informed itself. A\I- 
though it is said that conditions have 
improved in recent years, at times 
the laws of different states are con- 
flicting on certain points. For ex- 
ample, in some states the law requires 
the various companies operating with- 
in the state to charge uniform rates 
for similar risks, and of course this 
cannot be done without the different 
companies agreeing among them- 
selves as to schedules of rates; in 
other states, agreements between dif- 
ferent companies as to rates to be 
charged is in violation perhaps of a 
state law, commonly known as an 
anti-compact law. There is little 
wonder that more is not heard from 
the companies operating in numerous 
states of the inconveniences. of mul- 
tiple state legislation on insurance, 
and of the difficulties in complying 
with the different laws as a matter of 
actual workaday practice. 


By AVARD L. BISHOP 
Professor of Business Administration 
Yale University 
ARTICLE XI 


ing admission into the United States. 
Also, for certain reasons, it might re- 
quire an alien company that has been 
operating here to withdraw from the 








1. HG bt a 





“~~ os Oe eed ee lee ee 


aL 


iat | oe 





President Lincoln Was An Advocate of Uniform Laws As One Means to the Desirable End 
of Making the Nation More Closely United. 


HE activities of the federal gov- 

ernment with respect to insur- 
ance are practically nil. It has, of 
course, certain general regulatory 
powers, such as the power of taxa- 
tion. Moreover, on_ theoretical 
grounds, the federal government 
might very well exclude from enter- 
ing this country an insurance com- 
pany chartered under the laws of 
some foreign government and seek- 


country. Such potential power, how- 
ever, is seldom if ever exercised. In 
other words, apart from the matter 
of taxation, in which power of course 
it shares with the individual states, 
federal regulation of insurance in the 
United States does not exist; rather 
the regulation of insurance by the 
separate states is a matter of actual 
practice. 
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The supervision of insurance as 
carried on in this country has cen- 
tered around the passage of state 
laws with respect to the organization 
of insurance companies and the car- 
rying on of their business, and the 
creation of the necessary machinery 
for the carrying out of the provi- 
sions of such laws. In most states a 
designated official styled, usually, 
Insurance Commissioner or Superin- 
tendent of Insurance, is empowered 
to administer the insurance laws, al- 
though in some jurisdictions this im- 
portant work is still entrusted to 
some other state official, such as the 
Auditor or Treasurer, as more or less 
of a side line to what is usually re- 
garded as his leading duties. 


In the majority of states the Com- 
missioner or Superintendent of in- 
surance is a separate official holding 
office in some cases by virtue of elec- 
tion, in others upon the appointment 
of the governor of the state. It is 
usual for the commissioner to have 
considerable power handed over to 
him, touching such matters as the 
administration of the insurance laws, 
the solvency of companies, and so on. 
Foreign companies must get his per- 
mission to enter the state for the car- 
rying on of business. Books of com- 
panies must be laid open to him for 
examination if he so desires. From 
the viewpoint of his responsibility to 
the public, the commissioner of in- 
surance is expected to allow within 
the bounds of his state only the car- 
rying on of sound insurance business 
on the part of companies operating 
within his jurisdiction. 


The regulation of insurance in this 
country did not originate with the 
first practice of the insurance busi- 
ness here. In fact, some of the older 
companies in the fire insurance field, 
for example, carried on their busi- 
ness operations unmolested by gov- 
ernmental regulation for several dec- 
ades. At any rate, this was the case 
in several of the states. Massachu- 
setts seems to have taken the initia- 
tive in the supervision of insurance 
for as early as 1807 a state law re- 
quired each insurance company oper- 
ating within the state to file periodi- 
cally a report with a state official. 
About twenty years later, New York 
passed a law with a similar require- 
ment. Additional legislation was 
added here and there now and again, 
but it was not until shortly after the 
middle of the nineteenth century 
(1855) that any state in the United 
States inaugurated a policy of gov- 
ernmental regulation and supervision 
of insurance comparable in any way 
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with what we understand by these 
terms at the present day. This was 
the state of Massachusetts. 

OSs 


HE law of 1855 passed by the 

commonwealth of Massachusetts 
is, we repeat, rather generally re- 
garded as the first serious step in 
state regulation of insurance. It em- 
braced a plan for establishing a board 
of insurance commissioners, created 
an insurance department—the first to 
be established in this country—and 
required the board of insurance com- 
missioners to administer the insur- 
ance department. Power was given 
the commissioners to examine into 
the affairs of insurance companies 
and such examination was carried 
out without giving previous notice to 
the company concerned. In general, 
the primary purpose of the examina- 
tion was to determine whether or not 
the company was financially able to 
carry out its contracts—a very im- 
portant consideration both for the 
insured and the general public. Start- 
ing in Massachusetts in this some- 
what modest way, the regulation of 
insurance and of insurance com- 
panies by a very large number of the 
states has both broadened and deep- 
ened until at the present day insur- 
ance has come to be a much-regulated 
business. The second state to estab- 
lish a Department of Insurance was 
New York, in 1859. Connecticut fol- 
lowed suit in 1865. These three 
states have been, and are still, the 
home of a large number of insurance 
companies, and this may help to ex- 
plain the leading parts always played 
by these states in the regulation and 
control of insurance. In passing it 
may be of interest to mention that 
the growth of life insurance, par- 
ticularly in the period immediately 
following the early forties, was large- 
ly responsible for the establishment 
of the Massachusetts Insurance De- 
partment in 1855. 


There have been times in this 
country when the question of federal 
jurisdiction over insurance has been 
much in the forefront, in spite of 
what has been said regarding the 
matter of state control. Nor is the 
issue even today completely a dead 
letter. There are many who contend 
that the regulation and supervision 
of insurance, especially in interstate 
matters, should be in the hands of 
the federal government. This con- 
tention is held in certain quarters in 
spite of the fact that the constitution 
of the United States does not contain 
any express grant of power to regu- 
late insurance. Nor is there clearly 
an implied grant of power in this 
matter. 





FFORTS have been made to 
seek out such implied power at 
certain points as, for example, in the 
statement that “the citizens of each 
state shall be entitled to all the privi- 
leges and immunities of citizens in 
the several States.” But insurance is 
carried on very largely by corporate 
organizations, and it is generally 
well-recognized that a corporation is 
not a citizen in the sense of this term 
as used in the clause just quoted. Of 
course, there is the so-called general 
welfare clause that often is looked to 
for the necessary authority for Con- 
gress to do certain things not author- 
ized elsewhere; but it would require 
a very considerable stretch of im- 
plied powers, so it would seem, to be- 
lieve that Congress might legislate 
with respect to insurance under the 
general welfare clause. There might 
still be some color of authority in 
the so-called commerce clause of the 
Constitution, were it not for the fact 
that the Supreme Court of the 
United States long ago held that in- 
surance is not commerce, and this 
early decision has been reaffirmed in 
later cases. The original case was 
that of Paul versus the State of Vir- 
ginia to which brief notice will now 
be given because it will shed some 
light upon the reason as to why state 
jurisdiction over insurance is now so 
firmly entrenched in America. The 
decision was handed down in 1868, 
only about a dozen years after the 
establishment of the first State In- 
surance Department in the United 
States, that is to say very shortly 
after the beginning of a conscious 
movement toward the control of in- 
surance by the separate states. 
20s 


URNING now to a considera- 

tion of the case of Paul versus 
Virginia, the facts, briefly, were 
these. Mr. Samuel Paul was a resi- 
dent of Virginia, interested in insur- 
ance from the practical side. In 
fact, he was made an agent in Vir- 
ginia for a number of fire insurance 
companies organized under the laws 
of the State of New York. There 
was then in existence a Virginia 
statute with respect to insurance 
agents operating there for foreign 
companies, and Mr. Paul applied for 
a license to do business in Virginia 
for the New York companies re- 
ferred to. He was willing to comply 
with all the requirements of the state 
excepting that he declined to make a 
deposit of some sort with the State 
Treasurer. The license, of course, 


was refused, but Mr. Paul continued 
to solicit business for his companies 
without the license. As might be ex- 
pected, he was interferred with by 











state authorities, and when brought 
before the circuit court of Peters- 
burg was convicted and fined a nomi- 
nal sum. Upon appeal to the supreme 
court of the State the decision of the 
lower court was affirmed. An appeal 
was then taken to the Supreme 
Court of the United States, the main 
line of defense being that the busi- 
ness of insurance was commerce; 
that Paul was the agent in Virginia 
for certain New York insurance 
companies ; that he therefore was en- 
gaged in commerce between the 
states, an activity not subject to the 
jurisdiction of the State of Virginia. 
It was further. contended that the 
Virginia statute undertook to regu- 
late interstate commerce, and that it, 
therefore, was contrary to the com- 
merce clause of the Constitution of 
the United States. In spite of what 
some might hold to be a valid con- 
tention, the Supreme Court would 
not allow the contention to prevail 
and consequently affirmed the deci- 
sions of the two lower courts. This 
was on the ground that “Issuing a 
policy of insurance is not a transac- 
tion of commerce. The policies are 
simple contracts of indemnity against 
loss by fire . . . These contracts are 
not articles of commerce in any sense 
of the word . . . Such contracts are 
not interstate transactions . . . They 
do not constitute a part of the com- 
merce between the states.” 


As already suggested, this early de- 
cision has been reaffirmed in later 
cases, and, to many, the question of 
the possibility of federal jurisdiction 
over insurance seems to have been 
settled for good and all. For ex- 
ample, in a case decided in 1894, the 
court reaffirmed the idea previously 
held that the business of insurance is 
not commerce, and that an insurance 
contract is not an instrumentality of 
commerce in the constitutional sense 
of the word. Still other decisions fol- 
low much the same line of thought. 
Of course, however, the Supreme 
Court is not necessarily bound by 
former decisions, and if it were 
called upon to decline a case on the 
question of federal jurisdiction over 
insurance in the light of present-day 
conditions no one could forecast what 
the decision might be. Friends of 
federal supervision, confirmed in 
their belief that insurance is com- 
merce, would wish to have the fed- 
eral government undertake to regu- 
late insurance, in full confidence that 
if the Supreme Court were now 
called upon to render a decision in 
the matter, its former decisions 
would be reversed—that it would de- 
clare that insurance is commerce. 
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cy friends of federal super- 
vision of insurance are insist- 
ent upon an amendment to the Con- 
stitution to accomplish their purpose. 
They take the ground that the state is 
sovereign with respect to matters 
concerning which it has not handed 
over its power to the federal govern- 
ment. And, inasmuch as, in their 
opinion, control over insurance never 
has been relinquished by the individ- 
ual states, federal control cannot be- 
come an accomplished fact without 
an amendment to the Constitution. 
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Such procedure, however, is looked 
upon by many to be absolutely im- 
possible of attainment. 


It is probably now apparent to the 
reader why we have control of insur- 
ance in this country by the individual 
states rather than by the federal gov- 
ernment. So far as we are able to 
perceive, state supervision is here to 
stay; federal supervision, in spite of 
the alleged advantages of a single 
master rather than fifty masters for 
the insurance companies to serve, is 
probably nothing more than a dream. 
On the assumption that this is true, 
it would seem to be a wise attitude to 
adopt to accept state supervision as 
an established fact, and to work to- 
ward the gradual improvement of ex- 
isting conditions in the state statutes 
pertaining to insurance. In passing, 
it might be mentioned that even 
though federal supervision did event- 
ually become an accomplished fact, 
this would probably apply only to the 
interstate business of the insurance 
companies, so that there would still 
remain state jurisdiction over the in- 
tra-state or domestic business of each 
insurance company. 


It has been suggested that the best 
solution of the insurance regulation 
problem in the United States lies in 
the movement toward uniformity of 
state laws. There is a good deal of 
sense in this proposition, particularly 
if the movement toward uniformity 
takes the direction of simplicity and 
economic soundness. How to accom- 
plish the desired aims is quite an- 
other matter. Very little is accom- 
plished in this world without a con- 
scious organized effort to achieve a 
certain definite aim. Much progress 
already has been made in the move- 
ment toward better and more uni- 
form insurance legislation, and a 
good deal of this is attributed, by 
some, to the work of the National 
Association of Insurance Commis- 
sioners, an organization which in the 
words of one authority “has accom- 
plished more than any other single 
agency for uniformity of state legis- 
lation and administration.” 


It seems pertinent at this point to 
quote a few extracts from an address 
of Robert Lynn Cox, delivered some 
years ago before one of the annual 
meetings of The Board of Casualty 
and Surety Underwriters held in 
New York. His talk was on the gen- 
eral subject of co-operative methods 
to meet modern tendencies of gov- 
ernmental control of insurance, and 
he was advocating strongly the neces- 
sity of the various insurance inter- 
ests getting together to present a 

(Continued on page 20) 
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CLIMATOLOGICAL BASE CHART 


LATE NO. I. Meteorological Station Chart of the North- 
P ern I1emisphere. Small black dots indicate the location 

of observing stations on islands and continental areas. 
Tracks are also shown of a Cyclonic LOW and an Anticyclonic 
HIGH, moving eastward from the Nort Pacific Ocean, across 
the United States into the area of the North Atlantic Ocean, 
between the dates of March 2nd and 24th, 1928. 


Small circles indicate the progressive centers of the LOW 
on the successive dates entered therein from March Sth to 21st, 
1928. Small squares indicate the progressive centers of the 
HIGH on the successive dates entered therein from March 
2nd to 24th, 1928. 


This chart illustrates certain of the conditions of atmospheric 
circulation that preceded, attended and followed the catastro- 
phic losses resulting from the destruction of the St. Francis 
Dam in the Santa Clara Valley and San Fransicquito Canyon, 
Sierra Madre Mountains, Los Angeles County, California, 
about 1 A. M., March 13th, 1928. 


The Cyclonic LOW that appeared over the Aleutian Islands 
March 5th and 6th., moved slowly southeastward along the 
North Pacific Coast and spread over California on March 12th 
and 13th, finally disappearing eastward over Arizona and New 
Mexico. During the night of the 12th and the morning of the 
13th rain fell in southern California and southern Nevada. 
During the 13th cloudy and rainy conditions poner over the 
entire Pacific Coast region, from British Columbia southward 
to Mexico. These conditions cleared up on the 14th as the Cy- 
clonic LOW passed eastward into New Mexico, and the Anti- 
cyclonic HIGH advanced eastward over the Pacific Coast States. 

Attention is called to the persistence of the Anticyclonic 
HIGH, over the ocean southwest of Los Angeles, in North 
Latitude 30 degrees and West Longitude 130 to 140 degrees, 
from March 6th to March 14th inclusive. This persistent HIGH 
fed into the Cyclonic LOW, over the South Pacific region, a 


constant stream of warm, moist air, tending to deepen the LOW 
and increase its precipitation, These occurrences contributed to 
increasing the water contents of the great reservoir at the San 
Francisquito Canyon Dam, until finally it broke down the great 
concrete structure and sudednly discharged around thirteen 
billion gallons of water into the Santa Clara Valley, overflow- 
ing the Santa Clara River, causing a loss of 400 lives and about 
$30,000,000 of property. 


Through the Santa Clara Valley, this tremendous discharge 
of storage water was carried into the sea. But for the pro- 
tecting walls of the Sierra Madre and Santa Monica Mountains, 
the city of Los Angeles, of more than one million souls, would 
have been partially destroyed, lying as it does about 50 miles 
due south of the St. Francis Dam. Cracks had been observed 
in the dam about 12 hours before the disaster occurred. Some 
of these cracks had been filled with oakum by the Assistant 
Engineers, but no warning of impending danger had been given 
out to the people in the Santa Clara Valley or elsewhere. No 
account was taken of existing weather conditions, with almost 
continuous rains and snows over the mountain areas of Cali- 
fornia and Nevada, from February 20th to March 13th, 1928 
inclusive. The water from melting snows, freshets and rains 
was constantly pouring into the reservoir of the St. Francis 

am. 


In the construction of this dam NO SPILLWAY was pro- 
vided to carry off safely the excess storm-water and relieve the 
great pressure on the concrete structure. If, as now alleged, by 
competent engineers, the foundations of the dam were insecure 
against seepage, all the more necessity existed for additional pro- 
tection by the use of a spillway. The water thus diverted from 
the main catch-basin need not have been watsed for it might 
have been carried into a secondary reservoir, also protected by 
a spillway, directing the excess into a third reservoir. An ounce 
of prevention is worth a pound of cure.” 
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LATE NO. II. The great mass of masonry, steel and concrete stretched for 650 feet across the San Francisquito Canyon, 
P rising 205 feet on its outer face. An official estimate of the reservoir’s capacity is given as 12,362,300,000 gallons. Its 175,000 


cubic yards of concrete crumbled under the straining force and weight of the constantly accumulating storm water. 


The sur- 


face of the concrete along the fractures where the ends broke off from the center portion gave evidence of a weak foundation. In 
places the rock on the side walls of the canyon, on a line with the two broken ends of the dam, could be readily crushed with a small 
hammer. Subject to seepage the footing of the dam where it abutted into the canyon sides gradually weakened and gave way, break- 
ing off from the central portion that survived the disaster. 


The Rainfall Hazard 


Fundamental Factors Related to This Weather Risk and Their 
Practical Application to Underwriting 


HE constitution of the atmos- 
phere as well as its circulation 
must be understood if we would 

gain a useful knowledge of the 
causes of precipitation and its dis- 
tribution over the face of the earth. 
Whatever details enter into the con- 
struction of the atmosphere must 
have a bearing on the great problem 
of rainfall. All of man’s activities 
are bound up in the release of pre- 
cipitation by atmospheric evolution. 
We have learned that the following 
influences in the air contribute to the 
production of rainfall:—Cyclonic 
Circulation; Solar Radiation; The 
Presence of Dust Particles; Ioniza- 
tion; Changes of Temperature, and 
Variations in Electrical Conductivity. 
When contemplating the insurance 
hazard involved in precipitation, the 
above factors must be considered 
and weighed, and the results applied 
to the solution of the underwriting 


By COLONEL JOHN P. FINLEY 


Consulting Meteorologist and Manager 
National Storm Insurance Bureau, 
New York City 


Article IV. Rainfall Diurnals. 
THIRTEENTH SECTION 


problems by expert statisticians and 
technical assistants. Systematic ob- 
servations of the basic atmospheric 
elements, such as pressure, tempera- 
ture, wind direction and velocity, and 
precipitation, require to be continued 
over any given area for a long series 
of years, to demonstrate the steadi- 
ness and continuity of atmospheric 
changes in the repetition of charac- 
teristic occurrences. The rating of 
Weather Insurance hazards must be 
based on the uniform recurrence of 
these typical events, in regard to 
time, place and amount. The prob- 
lem is climatological, rather than 


meteorological. The former deals 
with types, the latter with occur- 
rences that, collectively, compose the 
types and seriously affect animal and 
vegetable life. 


The climatological study of any 
zone, necessarily embraces normal 
values and statistical ratios. The me- 
teorological records must be collected 
for long periods, and correlated to 
serve the purpose of a particular ob- 
jective, such as weather insurance 
coverage, and further specialized, to 
be made applicable to the various 
classes of this objective; listed as 
Tornado, Hail, Hurricane, Rainfall, 
Flood, Frost, and Drought Hazards. 
The successful rating of these risks 
involves the problem of developing 
the stability of the essential climato- 
logical factors. In general terms, 
they are Geographical, Geological, 
Astronomical, Electrical and Meteor- 
ological. 
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T is conceded that there are many 

ways of constructing a theory of 
climatic change with a moiety of 
truth in all of them. For our pur- 
pose, we must assemble and analyze 
the truths, most closely associated 
with the scientific rating of weather 
hazards. In doing this work, we will 
not overlook the influence of first 
and fundamental sources of informa- 
tion. Collectively, they will resolve 
the questions of uniform and stable 
climatological changes. The greatest 
extremes of climate are not to be at- 
tributed to the abnormal develop- 
ment of any one factor, but to the 
cooperation of a number of different 
factors, acting in the same direction. 
In a general review of the subject, it 
may appear probable that the domi- 
nant factors have always been geo- 
graphical, but we must give this term 
a very wide meaning and include, not 
only the distribution of land and sea, 
and the systems of ocean currents, 
which result from it, but also the 
vertical circulation of the sea, the 
general elevation of the land and the 
amount of explosive volcanic activity. 
Although considerable research work 
seems to indicate that the geographi- 
cal factors have dominated the cli- 
matic history of the earth, this does 
not mean that other non-geographi- 
cal factors are without effect. 

When the distribution and eleva- 
tion of the land remained practically 
constant, in certain geological pe- 
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riods, a number of minor fluctua- 
tions of climate have been associated 
with variations in 
Similar fluctuations have occurred 
throughout geological time, but, for 
the most part, masked by the much 
greater effect of the geographical 
factors. It is only in the exceptional 
instances that solar influences can be 
recognized, as in the varve (ring) 
clays, formed during the melting of 
the Quartenary ice-sheets. When the 
varve, or ring clays, of earlier glacial 
periods, also the rings of the fossil 
trees, found in various geological 
horizons, and other remains, which 
depend on seasonal changes of tem- 
perature and rainfall, come to be ex- 
amined, in detail, it is expected that 
further evidence will be discovered 
of the existence of minor climatic 
fluctuations, which can be attributed 
to small variations of solar radiation. 
If such data can be collected and 
analyzed in a manner similar to the 
treatment of the tree-rings, or the 
Nile flood records, satisfactory and 
instructive results may follow. 


In these relations, stable ratios may 
reasonably be expected, as between 
geological remains and atmospheric 
influences. Given certain atmos- 
pheric conditions, and we may expect 
certain visible and measurable effects 
upon animal and vegetable life. Ap- 
plying the science of statistics to 
these materials, we will be able to 
demonstrate the steadiness of atmos- 


solar activity. 





pheric influences, and therefore the 
invariability of weather changes, 
governed by the laws of atmospheric 
circulation. Variations in the basic 
meteorological elements, whether on 
an ascending or descending scale, in- 
variably return to the balanced nor- 
mal, observing a significant regularity 
of amplitude. 


Qo 


E know that the more or less 

regular variations in the inclina- 
tion of the earth’s axis, the eccentri- 
city of its orbit, and the precession of 
the equinoxes, must have influenced 
the seasons in the past. However, no 
climatic variations have been found 
of such a nature that they can be un- 
hesitatingly attributed entirely to 
these astronomical factors. Some of 
these factors may be responsible, re- 
ferring to past occurrences, for the 
sequence of deposits in the coal mea- 
sures, and in the Tertiary of South- 
ern Europe, and there is good reason 
to believe that the large annual range 
of temperature, in Northern Europe 
during the Boreal or Continental Pe- 
riod, was partially due to a high in- 
clination of the earth’s axis. Even in 
the last example, however, the main 
cause of the extreme climate, was 
probably geographical, not astronom- 
ical, while the historical period, in 
which geographical causes fell into 
the background, has not been long 
enough for any of these astronomical 





LATE NO. III. The self-recording water gauge on the St. Francis Dam provided the technical figures for a graphic picture 
P of the extraordinary catastrophe. Between 20 and 30 minutes from the time the leak outhow began to register, the rush of 
water had reached 10,000 cubic feet per second. A few minutes later it had jumped to the rate of 600,000 cubic feet per second. 
Under this tremendous impetus a wall of water estimated at a height of 60 feet rushed down the Santa Clara Valley. There was a 


noticeable scarcity of non-fatal injuries, 











factors to change sufficiently to make 
their presence felt. 

Any change, geographical or as- 
tronomical, can only become effective 
through its action on the atmosphere, 
but it will be seen that this action is 
complex, and may at times produce 
unexpected results. During the warm 
period, for example, there was a 
large amount of water-vapor in the 
air, yet the cloudiness, rainfall, and 
evaporation were less than at pres- 
ent, because the extension of the sub- 
tropical anti-cyclones into higher 
latitudes, led to more stable condi- 
tions. 

The great climatic importance of 
cloudiness must be recognized, but 
no attempt should be made to disso- 
ciate this element from the pressure 
distribution and the atmospheric cir- 
culation in general, and in relating it 
to the earth’s heat. Any such neglect 
of meteorological principles, as have 
been followed by some theorists in 
the domain of palaeo-climatology, 
will result in serious error, The the- 
ory which attributed all the great 
climatic changes to variations in the 
amount of carbon-dioxide, affords an 
illustration of the weakness of erron- 
eous assumptions, which cannot be 
verified by physical experiments and 
actual experience. Chamberlain’s in- 
genious theory of the reversal of the 
oceanic circulation, to give warm pe- 
riods in high latitudes, although it 
never had many advocates, was really 
a better physical basis than the the- 
ory of carbon-dioxide. As a matter 
of fact, a change in the type of 
oceanic circulation may prove of 
some considerable climatic impor- 
tance, but its weight as such is only 
in the role of an auxiliary factor, in 
conjunction with favorable geograph- 
ical and meteorological conditions. 


Reverting again to electrical in- 
fluences, we find that the origin and 
maintenance of the negative charge 
of the earth, and how to explain that 
such charge is maintained, notwith- 
standing the conductivity of the at- 
mosphere, has failed, as yet, to re- 
ceive a satisfactory solution. Some 
investigators assert, that since the 
vertical current is constant, up to at 
least 1,800 meters, the maximum al- 
titude at which it has been deter- 
mined, it naturally follows that the 
negative charge of the earth cannot 
be supplied from the air, below that 
level. On the other hand, it cannot 
be supplied by electrical separation 
within the earth, as that will quickly 
result in a positive, instead of the 
prevailing negative surface charge. 

It has been suggested that the neg- 
ative charge of the earth may be 
maintained by a bombardment from 
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LATE NO. IV. The St. Francis Dam maintained a reservoir of 36,000 acre feet of 
water with a depth of 85 feet at the central portion of the structure. The central arch 
of the dam that withstood the flood was 75 feet wide with a height of 205 feet. This 
map shows the stricken area and the relation of the various sections of Los Angeles County 
to its metropolitan city, the St. Francis Dam, the Santa Clara Valley and the Los Angeles 


Aqueduct. 


The main dam was anchored by an abutment deep in the west side of the canyon, be- 


yond which there was a marked depression. 


In order to secure greater storage capacity in 


the reservoir, a concrete dyke (on a conglomerate plan foundation), was constructed from the 
main dam across the depression, for a distance of approximately 1,500 feet. The dyke was, 


in fact, a secondary dam. 


It is particularly important to keep in mind that the reservoir had practically been at 
FULL CAPACITY for the SIX WEEK PRECEDING the disaster, thus presenting an un- 
precedented hazard. This situation agrees with the storm conditions shown on PLATE NO. I. 


the upper atmosphere, or even from 
cosmical space, of negative ions of 
much greater penetrative power than 
any now known to science. While 
this effort at solution is only a sug- 
gestion, it is a hopeful one in the di- 
rection of further and encouraging 
investigation of one of the greatest 
problems of atmospheric electricity. 
On this fascinating, profound and 
promising subject, Swann has prof- 
fered the following explanation :— 
“Measurements of the Variation of the 
Penetrating Radiation, with Altitude point 
to the upper atmosphere as the origin of 
a part of this radiation. The whole of the 


penetrating radiation is probably of the 
gravity-ray type, but the part which 
reaches the earth’s surface from the outer 
atmosphere, is naturally of the most pene- 
trating type. Indeed, it is so penetrating 
that it passes through a thickness of air 
which would be equivalent, in absorptive 
action, to a column of mercury 76 centi- 
meters high, if absorption coefficients were 
simply proportional to density and were 
independent of material.” 

The atoms discharged by the grav- 
ity-ray radiation will be negative, 
and emitted almost entirely in the di- 
rection of the radiation, and their 
range in the air will be equal to the 
swiftest rays from radium products. 

(Continued on page 30) 
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The Tornado Which Operated Here Apparently Was of the Type Which Caused an Ex- Devastation Rampant Made Complete Wreck of Bo 
plosive Action on the Inside of Buildings. Tornado Came Out of a Sultry Sky and in the S 

This Big Lumberyard in Mississippi Was Consumed in a Fire Which Raged for Two Days tu a Waste of Jagged Bricks and Splinters. Not . se 

and Translated Thousands of Dollars Into Smoke, Fury, Leaving Adjae Build 
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With Crushing Effect a Different Type of Twister Swooped Down from Above and Flattened 
he pace of a Few Minutes Changed a Prosperous Area Out the Structures in Fhis Scene. 
hae the Narrow Path Followed by This Meteorological An Entire Block in Chicago Was Threatened in a Blaze Which Was Difficult to Combat Because 
jjacett Buildines Untouched. of the Large Area Concerned, 
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Sources and Bulwarks of 


American Independence 
‘e fundamental declaration which sets forth the 


American conception of liberty and independence, 

of human equality under the law and in enjoy- 
ment of the opportunities which enterprise creates and 
the law conserves, stands, and will ever stand, among 
the great documents expressing the aspirations and 
ideals of mankind. 

Written by a few men for a little people, economically 
and politically weak, but invincible in the spirit which 
animated them, it has become the charter of a mighty 
nation, to which more than 120,000,000 men, women 
and children turn their thoughts with reverent gratitude 
and their hopes with courageous expectation. More 
than that, it has become thruout the world, wherever 
the spark of freedom burns in the human soul, an in- 
spiration and incentive. For other lands and other 
peoples it is the blaze upon the tree trunks in the forest 
of oppression which marks the trail by which their fel- 
lows found their way to self-government and the dignity 
of independent existence. 

Into this declaration was breathed the purpose that 
since the days of Magna Charta had been deepening and 
broadening in the people of English tongue; into it also 
was breathed the fine frenzy of zeal for liberty which 
in the people of I'rance sang itself to triumph in the 
stirring notes of the Marseillaise. 

In America all of this and more came to fruition. 
Here a dream which had troubled the sleep of prophets 
and set the words of poets to marching measures found 
its realization. DS 

HERE is a cord which runs thru this declaration 

and binds it into unity. Three strong strands are 
twined in it—inseparably twined. They make it unbreak- 
able. One is the strand which represents the irrepres- 
sible desire of men to be the choosers of their own 
rulers, the arbiters of their own destiny; another is the 
strand which was woven by man’s determination to be 
ecnomically free, to control the means of his own liveli- 
hood; and the third is the strand which was spun from 
that innermost, but highest and holiest, desire of the 
human heart to seek its spiritual goal without other 
constraint than its understanding of the love and will 
of God. 

Three-ply the cord which holds the vast diversity of 
the American people in a mighty unity, and no one of 


_ have termed—with reason and justice 


the strands may be weakened or severed without en- 
dangering the others. 
soa 

HERE was only one way in which the aims this 

twisted cord embodies could be sought and could 
be made secure. To entrust them to the care of any but 
the people themselves was to open the way for their 
betrayal. No self-perpetuating dynasty, founded upon 
some absurd tradition of royal blood, sustaining itself 
by invoking popular awe, or by threatening the force of 
hireling armies, could be guardian of such rights as 
these. If these aims, which seemed to be inherent in the 
evolution of the human mind and soul, were just and 
righteous; if they expressed the destiny toward which 
life had been climbing by slow degrees thru the un- 
counted centuries, then there must be in those who had 
conceived them and cherished them, who had made them 
the burden of their prayers and the boon for which 
they shed their blood, the capacity to promote their 
realization. It was a huge exercise of faith, in the 
world which then surrounded the handful of adventur- 
ous settlers, that launched itself on the great experiment 
of proving true so revolutionary an hypothesis. 

We, of these latter days, do well to meditate on this 
phase of our beginnings. Principles which we accept as 
truisms were then a startling challenge to the ideas and 
prejudices of men. We do not stress enough the spir- 
itual courage which nerved the founding fathers for 
their radical endeavor. Independence for them was not, 
as it is for us, a heritage, come by without effort or 
sacrifice. It was a cutting loose from tradition ; a violent 
departure from the past; a thing to be achieved at great 


cost. 
own 


ROUND this new conception of the rights of men 
A was organized a new form of government, in 
which the establishing of these rights, their protection 
and perpetuation, was committed to those who claimed 
them and sought to enjoy them. America became a co- 
operative enterprise—politically and economically. It 
became an enterprise of mutual interest and mutual 
service. Citizenship conferred not merely the title to 
possess the freedom, the independence, the equality of 
right and opportunity, but imposed also the obligation 
to make contribution to the promotion of these ends 
and to their safeguarding from inner treachery or 
external foe. 


It is in the measure in which this sense of obligation 
has been keenly alert and responsive in the minds and 
hearts of Americans that we have advanced toward the 
complete realization of that earlier vision. Nothing can 
delay our progress so much as to become sluggishly in- 
different to citizen responsibility ; nothing can defeat the 
ultimate fulfillment of American ideals but the failure 
of Americans to be always intensely aware that they 
are dependent upon mutual effort. 


It is not unnatural that such awareness should be 
vivid and vital in those of us who believe in what we 
American in- 
surance. Our faith in that principle parallels so closely 
the faith which has made America greatest among the 
self-governing nations of the world, that it necessarily 
emphasizes for us continually the fact that independence 
is the fruit of a conscious and intelligently directed 
inter-dependence. Mutual insurance fits as naturally into 
this picture which we have sketched as the citizen sol- 
diery of the National Guard. Both are the outcome of 
that belief which makes security the concern of common 
interest. 
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Life Lights Against a Business Background 


WAS on my way across the busi- 

ness section of the city. I had to 

call on a man whose office lay a 
matter of two miles beyond the 
crowded district where most of us 
put in our working days. It was a 
beautiful sunny morning, with a 
slight northeast breeze which kept the 
mercury from mounting as high as 
the cloudless zenith sought to pull it. 
Scorning the communal system of 
transportation, or the more individu- 
alistic taxi-cab, I decided that I 
would take the time to walk those 
two miles. 

It was a season of active building 
operations. It seemed to me that ev- 
ery other block or so men were razing 
old structures, digging foundations, 
or hoisting mighty beams of struc- 
tural iron into place in some towering 
skeleton. Wherever there was a 
boarded parapet around an excava- 
tion a loitering throng hung over its 
waist-high rail and idly watched the 
toilers below. Passing one of these 
groups of leisured gazers I spotted 
among them a familiar figure. He 
was an old friend—a teacher in a 
high school. It was holiday time for 
teachers and scholars, but it struck 
me as quaint that he should be spend- 
ing it in this seemingly vacuous 
fashion. 

°ofCOso 


HALTED my steps long enough 

to slap him on the shoulder. 

‘Is this the way you take your 
vacation?” said I. “It seems to me 
that an erudite instructor in biology 
might find some better way to employ 
his leisure.” 


He turned with an expression half- 
abashed and half-amused. 


“You old money-grubber,” he re- 
torted, “who are you to judge the 
occupations of the intellectual? I 
confess this may seem to be a fruit- 
less sort of investment of the fleeting 
moments, which, in vacation season, 
fleet more swiftly than at any other 
period of the year, and yet could 
you know the reflections which were 
taking shape in my mind as you in- 
terrupted me so rudely perhaps even 
you would admit they are not wholly 
unprofitable.” 


“Possibly you own the site on 
which the new building is to be 
erected, or have an interest in the 
building,” I conjectured with more 
of sarcasm than seriousness. On the 
salary of a high school teacher of 


By S. J. DUNCAN-CLARK 


biology such contingencies seemed 
utterly absurd—and were. 

“No,” he laughed, “my rich uncle 
in South Africa finds the climate con- 
ducive to longevity, and barring his 
demise I have no expectation of ever 
possessing enough to interest me fi- 
nancially in such ventures as this. 
No, my reflections had nothing of the 
sordid in them.” 

“Well,” said I, “I am walking 
north across the park on a business 
errand. If you have seen enough of 
this and lack anything better to do, 
join me and tell me of what you 
were thinking.” 

“T should like nothing better than 
to walk with you,” he said, “but as 
for telling you my thoughts I fear 
you would find them boring.” 

“T’ll take a chance on that,” I an- 
swered. “If you do not interest me 
I will let you ramble on while I think 
of something else.” 

So we set off together, and he 
talked. 

OOD 

ss/T'HE thing that impressed,” he 

began, “as I halted at that 
barrier and watched the men work- 
ing down below was the apparent 
planlessness of it all. That hole, as 
you noticed, was a confused mass of 
what looked like junk. Boards were 
carelessly piled with ends projecting 
at all angles; bits of twisted iron, 
pieces of what appeared to be heavy 
machinery, heaps of earth and stone, 
a pile of gravel, and men moving 
about amid this chaos with seeming 
lack of aim. Three men were dig- 
ging in one corner ; another man was 
pushing a wheelbarrow; several 
others were iifting great beams and 
planks from one position and chuck- 
ing them down in another. 

“And I thought as I gazed upon it 
that it reminded me of the world as 
I see it sometimes—apparently plan- 
less, aimless, a confusion and a chaos, 
with men moving about, doing this 
and that, getting in each other’s way, 
but in no degree changing the dis- 
order of it all. 

“And yet, said I to myself, I know 
that what is going on down there is 
not planless. A month or six weeks 
from now I will pass this way again 
and there will be standing here the 
framework of a great building, in 
every detail of which design will be 
evident. 


The Search for a Blue-Print 


“That man pushing a \, heelbarrow 
probably knows nothing of what is 
going to be. He knows only what he 
must do with that wheelbarrow. That 
much he has been told, and that much 
he is doing. And these other men 
who are carrying this heavy lumber 
from here to there, and those who are 
digging in yonder corner—what do 
they know of the end of what they 
are doing? Only that there is an end, 
and that what they do has some rela- 
tion to it. It is an end that has been 
planned and that has been approved 
as good, and they are contributing to 
it. If they fail in what they are 
doing that end cannot be attained. 
Or else it can be attained only by 
discharging them and putting others 
in their place who will not fail. 

“Somewhere there is a blue-print 
for that undertaking, which shows 
the significance of everything that is 
being done, and everything that re- 
mains to be done. I rather fancy that 
had I stepped into the little frame 
structure on the corner I might have 
found there a man with a blue-print, 
who looks down into the hole from 
his small window and understands 
what seemed so meaningless to me— 
a man who sees the end from the be- 
ginning, who knows the strength and 
beauty which are to rise above that 
chaotic hole. 

DOs 


‘© AND that thought comforted me 

strangely. [I am sure that 
somewhere there is a blue-print for 
this apparently planless world of 
ours, this bewildering confusion of 
human life. There are times, of 
course, when as a biologist I am over- 
whelmingly impressed with the evi- 
dences of plan. And yet when I try 
to relate these evidences to the whole 
I am lost again. I can not see the 
end. I cannot see the completeness 
of the structure. At such times I 
am seized with a sense of the futility 
of existence—my little self, my small 
activities, my tiny triumphs of re- 
search, what worth have they? Are 
they contributing anything to a pur- 
pose? Am I and these multitudes of 
others with whom I jostle, with 
whom I work, getting anywhere? 
Are we but carrying the lumber of 
our ideas from here to there, or 
pushing wheelbarrows aimlessly back 
and forth? Have you ever asked 


yourself such questions about your 
work ?” 
(Continued on page 31) 








Merrimack Mutual 


(Continued from page 8) 
For its inception, its growth, its ex- 
tension, its strengthening, is but the 
application of the combined wisdom 
and lessons learned in the private 
lives of its directors, who have al- 
ways been the leaders in the com- 
munity and the surrounding towns. 
These men have been selected for 
their high principles and knowledge 
of affairs. Early in the history of 
the Company appeared the practice 
of guarding against a narrow pro- 
vincialism by electing to its Board 
representative men from all trades 
and professions, with due regard to 
the need for counsel from time to 
time of just such men from outside 
the confines of Andover. 
oFOs 


Fann 9, 1828 Policy No. 1 was 
issued on the homestead of 
Captain Benjamin Jenkins, Jr. and 
this old Andover dwelling is still 
protected by Merrimack indemnity. 
Every risk had to receive the ap- 
proval of the Board which met 
weekly throughout the first year for 
that purpose. 


The first annual meeting, April 13, 
1829, disclosed insurance in force of 
$213,925 for a total membership of 
110. Thus were the local needs soon 
cared for. Accordingly the Directors 
gave thought to expansion. The Sec- 
retary was authorized to visit the 
nearby cities and towns to determine 
the most suitable method of develop- 
ing “foreign” territory. Should the 
Company employ salaried solicitors 
— advertise — entertain applications 
by mail? After due deliberation up- 
on hearing the Secretary’s report, a 
definite policy was established by a 
vote of the Directors. 


One of the decisions was that the 
Merrimack should be conducted as a 
local agency company. The first 
agency representation was accorded 
to the leading merchant and inn- 
keeper at Beverly, Mass. because of 
his enviable position to pass upon 
the personal features so vital in Fire 
Insurance underwriting thus empha- 
sizing that the essence of Mutual In- 
surance is selection. 

During these 100 years the Merri- 
mack has had this ideal constantly in 
mind and is today relying upon the 
knowledge and cooperation of li- 
censed local representatives as the 
means of best serving its policy- 
holders. 

Soa 
HE official roll of the Company 
contains the names of seventy- 
nine directors. Twelve of the Di- 
rectors have contributed of their time 
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by the suffrage of their fellow mem- 
bers, in terms of thirty years or more 
on the Board. While the Merrimack 
has had the benefit of the wide range 
of advisory opinion accruing from 
the control of so large a number of 
member Directors, it has also had the 
steadying influence that inevitably re- 
sults from the active management of 
a few trained men following each 
other in measured succession after 
each officer has experienced a period 
of apprenticeship under his imme- 
diate predecessor. 


The Presidency has known seven 
men of whom four performed the 
secretarial duties for a combined 
period of eighty-two years. 

Under this sustained management 
has progresed the accumulation of 
protective assets and surplus which, 
although retarded by the crises 
brought about by the stress of money 
conditions during panics and the 
Civil War period, by fluctuations in 
the loss ratio at various intervals, 
and more especially at times of con- 
flagrations like Chelsea and Salem, 
yet continues on steadily manifesting 
an ability to withstand even the un- 
expected. 


Not unworthy of note has been the 
prestige of the Company among its 
friendly. competitors, which has re- 
sulted in the transfer to Andover 
(for the economies of centralized 
management) of two other mutual 
companies of standing and reputa- 
tion—the Cambridge Mutual Fire 
Insurance Company founded in 
Cambridge in 1833, and the Lynn 
Manufacturers and Merchants Mu- 
tual Fire Insurance Company insti- 
tuted at Lynn in 1907 with a guar- 
anty capital of $100,000. All the 
companies are now under one man- 
agement and program of operation. 


oon 


HE one hundredth financial 

statement of the Merrimack 
mirrors a growth from its original 
$100,000 insurance in force to $136,- 
039,460 of property values protected 
by its accumulated funds. From a 
corporation having no surplus, it has 
earned and laid aside a cash surplus 
over all liabilities of well over $300,- 
000. Without assets in the begin- 
ning, it passed into the $1,000,000 
class in 1927. 

While building up this financial 
structure, the company has reim- 
bursed the policyholders in losses to 
the amount of $4,700,000 and low- 
ered the cost of their insurance 
$2,360,000 in dividends returned. 

Legally admitted to twenty-one 
states of the Union, receiving the co- 
operation of over 1000 local agencies, 


and utilizing the most modern facili- 
ties of inspection and selection serv- 
ice, the Company enters its second 
century with a sound foundation of 
finances and insurance knowledge, 
and a high type of policy member- 
ship. 

The present Board of Directors 
consists of J. J. E. Rothery—Mem- 
ber Gilmour, Rothery & Co., Boston, 
Insurance. James C. Sawyer— 
Treasurer, Phillips Academy, An- 
dover. Augustus P. Thompson— 
Retired, Andover. Frederick H. 
Jones — Hamilton Emery & Cor- 
undum Co., Andover. Harry R. 
Dow, Esq.—Judge of Probate Court, 
North Andover. William E. Burrage 
—Vice Pres. and Treas., Cambridge 
Mutual, Cambridge. Abbott Stevens 
—tTreasurer, M. T. Stevens & Sons 
Co., North Andover. Burton S. 
Flagg—Pres. & Treasurer, Merri- 
mack Mutual; Pres., Andover Sav- 
ings Bank; Treasurer, Abbot Aca- 
demy, Andover. 
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Governmental Regulation 
(Continued from page 11) 


united front in their work for better 
and more uniform insurance legisla- 
tion. Among other things he is re- 
ported to have said: “Let us as prac- 
tical men assume once and for all that 
the insurance business is going to be 
regulated in detail by law and closely 
supervised by forty-eight or more 
states of the Union, and, perhaps, by 
the Federal Government as well .. . 
Then we come at once to the prob- 
lem of how to get on with forty-eight 
or more independent sovereignties 
each imbued with the notion that it 
should regulate not only business 
transacted within its domain but in 
other domains as well.” Continuing, 
in another connection, he added: 
“Why, then, can we not maintain or- 
ganizations among ourselves which 
will not only work for the genera! 
interests of the business, but against 
which the charge of personal interest 
cannot fairly be raised, and against 
which it is not likely to be presumed. 
An association of companies which 
would fearlessly represent the inter- 
ests common to both large and small, 
those of the east and of the west, of 
the north and of the south; whether 
mutual or stock in their form of or- 
ganization, would surely be repre- 
sentative of the business in a sense 
which could not be said of any com- 
pany alone.” And finally, he voiced 
the belief which to us seems both 
wise and sound that it is in confer- 
ences such as those carried on by the 
(Continued on page 29) 
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The explosion wrecked two ovens and the outside enclosure which housed them. The greatest force was vented outside the main building. 
This shows the advantage of locating ovens where an explosion will cause the least serious building damage. 


Another Japan Oven Explosion 


That the Price of Safety In Japan Baking Ovens Is Ample Ventilation Is 
Shown by Analysis of Causes of Blast In Jersey City 


EAR twelve on a night in win- 
ter, an explosion in a japan 


oven shook the plant of Snead 
and Company in Jersey City. The 
oven ventilation had been inadequate. 
A bad explosive mixture had formed, 
and the ordinary heat of the oven 
had set it off. 


The oven and another one nearby 
were housed in an outside lean-to en- 
closure, of corrugated asbestos on 
steel frame, which adjoined and op- 
ened into the main building. The ex- 
plosion completely demolished the en- 
closure and both ovens, hurling parts 
of them a hundred and fifty feet 
away. A small piece of the corrugat- 
ed asbestos flew across the alley with 
such force that it pierced a tile build- 
ing-wall and remained imbedded 
there. Three men at work near the 
ovens received a few scratches, but 
were otherwise uninjured. 


Deposits of japan on the floor in- 
side the main building ignited. Two 
sprinklers opened. Men quickly seized 
chemical extinguishers and helped to 
put out the fire. They also shut the 


Reprinted from the 
Factory Mutual Record 


By Courtesy Associated Factory Mutual Fire Insur- 
ance Companies of Boston, Mass. 


main gas valves near the ovens. The 
explosion damaged sprinkler piping, 
and caused leaks; but the controlling 
valve was quickly closed when the fire 
was out, so that little water damage 
resulted. 


Most of the loss is due to the com- 
plete destruction of the ovens and 
their housing. Fortunately, the cor- 
rugated asbestos was light, did not 
resist the explosion, and thus allowed 
the greatest force to be vented out- 
side the main building. Inside, a par- 
tition was dislodged, with little other 





| 
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This model originally developed for air-cooled 
transformers can be used for low- 
temperature oven ducts. 


damage. Four hundred panes of glass 
were broken. A preliminary estimate 
of the loss is between $10,000 and 
$15,000. It would have been much 
greater if the ovens had been inside. 


Both ovens were of the gas-fired 
box type, with combustion and baking 
compartments separate so that in- 
flammable vapors were not in contact 
with the gas flame. The temperature 
was controlled thermostatically and 
did not exceed 450° F. Ventilation 
was by natural draft through two 
vent pipes which joined into a com- 
mon stack above the roof. The ovens 
were new and in good operating con- 
dition. 

The process was to dip flat pieces 
of sheet metal in japan thinned with 
Varnoline, a turpentine substitute 
similar in hazard to kerosene; and 
then to hang them over the drip board 
for air drying about half an hour. 
The ovens were then loaded and the 
bake started. On this night, the 
charge had been in the oven about 
half an hour when the explosion oc- 
curred. 
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AIR FLOW RELAY 
Modified form for 
High-Temperature 

Oven Ducts. 








A normal flow of ventilating air and exhaust gases holds the vane tilted upward. If the rate 
of flow drops, the vane returns to the position shown above and opens a mercury 
switch, operating a circuit which rings an alarm and shuts off the oven heat. 


The completeness of the wreckage 
shows that the explosion must have 
been of nearly maximum intensity, 
which would require a thinner vapor 
and air mixture of theoretically ideal 
proportions. Such a mixture can be 
ignited by heat alone and does not 
require an open flame or spark. The 
temperature of the heater tubes would 
be considerably higher than the oven 
temperature itself and would be suf- 
ficient to cause ignition. Previous ex- 
plosive mixtures had no doubt existed 
in the oven, but the combination of 
mixture strength and heat had pre- 
viously not been just right for an 
explosion. 


Mixtures in the lower limits of the 
explosive range, containing more air 
than the ideal mixture, cannot be ig- 
nited in this way, but can be ignited 
from open gas burners in the ovens, 
from small fires which may start in 
japan drippings from work not prop- 
erly drained, or from electrical or 
mechanical sparks. An explosion of 
such a lean mixture is of comparative 
mild intensity and would not have 
caused the complete destruction which 
occurred here. 


Since explosive mixtures in japan 
ovens can be ignited by heat alone, 
the remedy is to keep the concentra- 
tion of vapors below the explosive 
range by ample ventilation. Three 
hundred and fifty cubic feet of air 
per minute are needed to remove 
safely every gallon of evaporated 
thinner in an oven charge. This rate 
of air flow is based on the fact that 
practically all of the thinner evapo- 
rates during the first twenty minutes 
in the oven. The amount evaporated 
in a typical charge can be determined 
by carefully weighing the work be- 
fore and after a bake. On this basis, 


positive ventilation by fans or blowers 
should be provided. 


After adequate ventilation has been 
provided, the next step is to see that 
it always functions properly. An Air- 
Flow Relay, previously and success- 
fully used to indicate a drop in air 
flow from air-cooled transformers, 
can be adapted for similar use in oven 
exhaust ducts. This device consists 
of a light metal vane which is set so 
that it is normally swung out of posi- 
tion by the required flow of air. 
When the flow is reduced or ceases 
altogether, the vane returns to posi- 
tion and opens a mercury switch. 
This switch is in a circuit arranged 
to ring an alarm and to shut off the 
heat supply, thus stopping the oven 
until the trouble is found and reme- 
died. 

The model of the Air-Flow Relay 
already developed has the vane arm 
connected directly to the switch me- 
chanism. A few of these have already 
been installed for oven protection. 
The switch housing is placed just 
outside the duct, and the arm extends 
through a slot to the vane inside. 
This arrangement is satisfactory 
where the temperatures do not exceed 
one or two hundred degrees. If tem- 
peratures are higher, heat will be 
transmitted through the arm and will 
affect the proper operation of the 
switch. To overcome this difficulty, 
a modified installation has recently 
been developed, in which the switch 
housing is a separate unit and is 
placed far enough away to be free 
from heat intereference. Connection 
to the vane arm is made with heavy 
wire as shown. 


The vane can be taken out easily 
and should be cleaned at regular in- 
tervals. Excessive japan deposits by 


their weight will hold down the vane 
and make the device inoperative, but 
this will stop the oven and is, there- 
fore, a safeguard. It will also indi- 
cate that the exhaust ducts them- 
selves should be cleaned. 

The use of this device for oven 
ducts is so recent that practical ex- 
perience is not yet available, but tests 
have been encouraging. The device 
seems to be a solution of the problem 
of automatic control of oven ventila- 
tion. 

The price of safety against explo- 
sions in japan baking ovens is ample, 
assured ventilation. 

There is a decided advantage in 
locating ovens where the force of an 
explosion will be vented without caus- 
ing serious damage to main buildings. 


owas 


New Book on Casualty 
Insurance 


ROFESSOR C. A. KULP of the 

Wharton School of Commerce 
and Finance, connected with the Uni- 
versity of Pennsylvania, and author 
of interesting articles published in the 
Journal, has written a book on Cas- 
ualty Insurance, which is certain to 
prove useful to students of that great 
field of underwriting. 

Its six-hundred-ten pages comprise, 
as the announcement says, a survey 
“in one volume of what you would 
have to assemble from thousands of 
pages of scattered sources.” 

In the book is treated in brief form 
the subjects of Workmen’s Compen- 
sation, Public Liability, Automobile, 
Property Damage, Accident and 
Health, Burglary, Plate Glass, Power 
Plant, Forgery, Sprinkler Leakage 
and sundry other lines. Each type, 
so far as possible, is covered from 
the standpoint of 

1. The risk covered ; 


2. The promises and exceptions or limi- 
tations made by the insuring com- 


pany ; 

3. The duties of the insured before 
claims and in making claims; 

4. The rights and liabilities under the 
policy of both insurer and insured ; 

5. The meaning and use of the co-insur- 
ance clause and other endorsements ; 

6. How rates are determined and pre- 
miums calculated. 


COA 


VAST amount of research has 

been compressed into this vol- 
ume, which doubtless is intended for 
use as a text book for college insur- 
ance courses, as well as a reference 
work for practical insurance men al- 
ready engaged in the business. It is 
elaborately indexed and the biblio- 
graphical references occupy a number 
of pages. 

(Continued on page 31) 





JournaL oF AMERICAN INSURANCE 


Accident and Health Insurance 


Consideration of This Species of Protection, With Especial Emphasis 
Put On the Non-Concellable Provision In the Policy 


Ts oldest casualty insurance By C. A. KULP change almost from day to day. 
line both in this Commtry and Assistant Professor of Insurance —_ is not by way of ye sealdes oo. 
abroad is personal accident and Wierten Sehesl af Cameus eal Pasimes cism, but a statement of the essential 
health insurance. Personal accident University of Pennsylvania facts necessary for a knowledge of 
and health insurance includes only the background of the business. No 
insurance (1) issued to the individ- 
ual insured (excluding workmen’s 
compensation; (2) issued to one per- 
son (excluding group accident insur- 
ance); (3) issued in a separate con- 
tract (excluding the disability clause 
in life policies). Since today most of 
this insurance is sold by the life com- 
panies, we are likely to think of it as 
exclusively life insurance, but there 
are at least 2 reasons for the classi- 
fication we have given it. First, it 
was originated by the casualty under- 
writers and a considerable fraction 
of total premiums is still written by 
them. Second, and perhaps more 
fundamental, its essential features 
have much in common with the cas- 
ualty insurance business, little with 
life. Policy forms, for example, are 
not standardized (except as the va- 
rious states make the insertion or 
omission of particular clauses obli- 
gatory); rate-making is far from 
scientific; underwriting principles 
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Taking the Whole Country Over, Odd Acci- 

dents Are of Daily Occurrence. Who Would 

Have Expected a Motor Coach to Tumble 

Toward the River Or a Harmless Looking 
Wall to Fall On a House 





one recognizes their truth more free- 
ly than those actively engaged in the 
accident business, and the most out- 
spoken critics are those closest to the 
problem. One indication of this is 
that at the present time the Bureau 
of Personal Accident and Health 
Underwriters is engaged in the col- 
lection and classification of a very 
considerable mass of rate-making 
data, so that we may expect that with 
the passing of time, the accident and 
health business will become not only 
bigger but better. 
sos 


Essentials of Complete Accident and 
Health Protection 
HE requirements of complete 
disability protection are, broadly, 
those of all insurance, life, property 
and casualty. They may be listed: 
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1. The insurance must provide 
substantial indemnity. 


2. The insurance must provide de- 
pendable protection. 


3. The insurance must be modest 
in cost. 


1. The insurance must provide 
substantial indemnity for actual loss 
sustained by the insured. In accident 
and health insurance, the loss insured 
against is that of working time, no 
matter how the insuring clause is 
phrased nor on what basis payments 
are promised. The so-called com- 
mercial policy (which represents the 
bulk of the business), it is true, does 
not make use of the expression, “‘loss 
of working time.” It covers usually 
“loss from bodily injuries effected 
solely through accidental means” and 
“loss from disease.” Nevertheless 
the hazard insured is not that of dis- 
ability as such but of disability to 
work. The distinction is fundamen- 
tal and is illustrated by certain rigid- 
ly applied rules of insurers which re- 
strict disability insurance to those 
with steady incomes and limit the 
amount of insurance always to less 
than the usual earnings of the in- 
sured. Again, for ease of adminis- 
tration and to strengthen the pull of 
advertising, accident and health in- 
surance companies have made free 
use of the lump sum and the fixed 
amount per month or week as a 
method of making payments. En- 
tirely apart from the standpoint of 
advertising, it is much less wasteful 
both of underwriters’ and claim ad- 
justers’ time to set in advance a 
round sum which is assumed to equal 
the loss in dollars of working time 
in case of death or disability, than to 
attempt to measure precisely the haz- 
ard beforehand and the amount of 
loss after an accident. (One angle of 
the problem of moral hazard is also 
solved by this method—the claim ad- 
juster need decide only whether an 
insured is entitled to indemnity or 
not, the necessity of deciding how 
much indemnity being already set- 
tled. The method, however, makes it 
imperative that the insurer analyze 
carefully the income of every appli- 
cant for insurance. (See _ later.) 
These reasons for the lump sum and 
rounded indemnity amount are all 
the more important because of the 
smallness of the average policy, 
which could not support excessive 
administration costs. Added to these 
factors are the imperative necessities 
imposed by the merchandising and 


1To be sure, the insured’s disability may result 
in loss other than of current income. Thus com- 
plete disability insurance will pay also for unusual 
expenses resulting from disability which would 
otherwise have to come out of savings, as hospi- 
tal and medical expenses. 
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advertising departments of a business 
which has always been keenly, even 
suicidically, competitive. To promise 
a man that you will pay him exactly 
what he stands to lose if disabled is 
fair, but it will not do as an advertis- 
ing approach. $200 a month may be 
only half what a prospect enjoys as 
steady income, but because most of 
us visualize only the concrete, the 
lump sum approach will sell 100 poli- 
cies while the indefinite approach (if 
there were such a contract) would be 
selling one. 








CONVENTION 
HEADQUARTERS 
AT MILWAUKEE 

for the 
FEDERATION 


The New Pfister House 


Make Reservations Through the 
American Mutual Alliance 


for the 
ASSOCIATION 
The Schroeder Hotel 


Make Reservations Direct to the 
Hotel 




















Overpayment: Moral Hazard Must 
Be Kept Down 
ROMISING the insured  sub- 
stantial indemnity of his time-loss 
carries with it 2 important connota- 
tions. One we have already implied: 
he must not be overpaid. An insured 
who may make profit out of a claim 
is a bad moral risk and is undesir- 
able. He is expensive not only to the 
insurer; the cost of supporting him 
is passed on inevitably to the honest 
policy-holders. Restricting disability 
insurance to those who have some- 
thing at stake goes far toward elim- 
ination of this sort of moral hazard. 
But it is preventive and negative 
only ; hence, for those applicants ac- 
cepted by the insurer, a further posi- 
tive check is placed on moral hazard 
by limiting the amount insured to 
something less than the insured will 
probably lose through disability. No 
one should suppose for a moment 
that these (and most other) restric- 
tions are placed in the policy just be- 
cause the insurer wants to cut its 
payments. The tendency, in fact, in 
the past has been, not to give the in- 
sured less than he has paid for, but 
more. 
Moral hazard of this kind is a par- 
ticularly serious problem in accident 
and health insurance for a number 


of reasons. Some are inherent in the 
nature of the hazard assumed by the 
insurer ; some are merely reflections 
of the comparative lack of actuarial 
development of the line. Illustrative 
of the latter is the less careful selec- 
tion of risks (compared with life in- 
surance) and the small amount of 
the average policy. Illustrative of the 
former is the fact that what we may 
call the basis of insurability in acci- 
dent and health insurance, the earn- 
ings of the insured, is a quantity 
which may fluctuate widely even for 
the highest income groups. Whether 
a cut in the income of the insured is 
due to general business conditions or 
to events connected directly with his 
own occupation, the result is the 
same, and no careful insurer wishes 
to issue coverage too close to a man’s 
current income. Hence the following 
underwriting rules are generally ap- 
plied: Coverage is limited to a de- 
termined fraction of the income of 
the insured (for example 80% ) ; in- 
come from investments and the like 
is excluded in computing the basis of 
insurability ; limits of indemnity are 
fixed for each occupational classifica- 
tion; requests for insurance above 
certain amounts for any classification 
must be submitted to the insurer's 
home office for special consideration. 


The nature of the accident and 
health cover also bears on moral haz- 
ard in another, but no less serious 
way: in the opportunity given to 
malingerers and worse. So easy is it 
for the dishonest insured to exag- 
gerate, to aggravate a real disability, 
even deliberately to produce one; so 
difficult is it even for honest physi- 
cians (of the dishonest there are not 
a few) to detect simulated pain and 
distress; so sympathetic are court 
and jury, that the insurance company 
must protect itself, not only by limit- 
ing the amounts insured as we have 
shown, but by placing still other lim- 
itations in the contract. Among the 
latter are limitations on the number 
of weekly or monthly payments 
promised, and provisions that the in- 
sured shall permit the company to 
examine him from time to time, that 
the company may be allowed to make 
an autopsy (when not forbidden by 
law), and most important, that the 
company has the right to cancel the 
insurance. This right of the company 
to cancel will be discussed more fully 
presently. DOOD 
Underpayment: Technicalities Must 

Be At a Minimum 
UBSTANTIAL indemnity con- 
notes that the insured will be 
paid for losses due to the hazard of 
disability with the very minimum of 

(Continued on page 28) 
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This Type of Airplane Accident Is Becoming Too Common to Be Ignored by the Innocent Bystander 


Rate Making In Aviation Insurance 


Analysis of Experience So Far Gathered In the Underwriting of Risks 
Having to Do With Navigation of the Air 


HE aviation insurance pre- 
mium is a confusing one. It 
may be the cost of insuring a 
risk against any one of the hazards 
discussed in previous articles. Then 
again, it may be the cost of insuring 
against any number of them, the 
number being determined by the haz- 
ards that happen to be grouped to- 
gether into a particular company’s 
“Comprehensive Policy.” This 
“group premium” is not used “on 
the street,” (i. e. among agents and 
brokers). It is the result of the at- 
tempt of general writers, popular 
speakers, and brokers to give to the 
uninitiated a picture of the insurance 
phase of aviation costs. (For ex- 
ample, the Department of Commerce 
and A. E. C. Report, “Civil Avia- 
tion,’ pp. 160 and 165 states, “A 
typical premium is 1714 per cent of 
the value of the plane for a compre- 
hensive (English twelve months 
policy ).” soa 
Rating Methods 
TATISTICALLY there are only 
two kinds of rates, judgment 
and manual. Judgment rates are ar- 
rived at by observation and mental 
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estimation of the degree of hazard. 

Manual rates, on the other hand, 
are based on statistics gathered for a 
standard risk subjected to each haz- 
ard or group of hazards. These sta- 
tistics may be weighted to arrive at 
the manual rate but the weighting, 
itself, usually has a statistical basis. 


A manually rated risk may be 
merit rated. This merit rating is an 
attempt to give the particular risk 
credit or discredit for its variation 
from the normal or standard used in 
arriving at the manual rate. 


There are two of these merit va- 
riations from the manual rate. They 
are called, (1) schedule and (2) ex- 
perience rating. Schedule rating is 
merely a modification of the manual 
rate based on the physical superiori- 
ties or deficiencies of the risk in ques- 
tion over the standard risk. The ex- 
tent of this modification may be ar- 


rived at by judgment or by statistical 
analysis. However found, the result 
of the credits and “discredits” must 
give the same total premium to the 
underwriter that would have been 
realized if the unmodified manual 
rate had been used. 

Experience rating is the most ad- 
vanced stage and can be used only 
in those cases where the particular 
risk or group of risks is large enough 
to make the individual experience 
significant. This rate is a mathemati- 
cal modification of the manual rate 
according to the previous year’s ac- 
tual experience for each class of 
hazard. 

DOD 

Rate-Making in Aviation Insurance 

URING its eight years of exist- 

ence as such, aviation insurance 
has never advanced beyond the stage 
of purely judgment rating. (Work- 
men’s Compensation rating is one 
possible exception.) This can hardly 
be considered as discrediting when 
it is remembered that marine and 
fire insurance, its forerunners by 
many years, are still using purely 
judgment rates. 
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Judgment rating is found where 
conditions are dynamic or where 
conditions are so multifarious that 
they cannot be classified. Both of 
these situations exist in aviation in- 
surance. “Consistency as to classifi- 
cation of risks is practically impos- 
sible under present conditions; the 
same pilot with the same plane en- 
gaged in operations in one part of the 
country would represent a greater or 
less exposure than in similar opera- 
tions in another part. In the mea- 
surement of liability, the rate nat- 
urally reflects the degree of expos- 
ure as near as it can be reasonably 
determined,” states one company’s 
underwriter. 

The degree of exposure, then, 
must be the statistical basis that will 
be eventually used. Various groups 
of statistics have been collected, but 
they are of little value in computing 
a manual rate. The Air Mail Service 
uses the following statistical classifi- 
cations: (1) number of forced land- 
ings; (2) number of fatalities; (3) 
average miles flown per fatality; (4) 
number injured, minor and serious; 
(5) planes crashed; (6) average 
miles flown per crash. Such statistics 
can help little in determining what 
should be charged for fire, theft, ac- 
cidental damage, or public liability 
coverages. Separate statistical clas- 
sifications must be made for each 
hazard, or at least for the allied 
groups, before purely judgment rat- 
ing can be supplanted. 

OOo 


Shortcomings of Past Loss Experi- 


ence As a Rate-Making Guide 
ENTION has been made of the 
fact that aviation risks are of a 


peculiarly dynamic nature. New 
planes, new engines and new com- 
binations of these are being constant- 
ly offered for insurance. Past loss 
experience tells little of the future in 
this case. 

It is felt that the general experi- 
ence of the National Aircraft Under- 
writers Association will be of value 
to underwriters in the future. This 
is true, but the actual loss experience 
and the rates charged are of little 
value. The fire, collision, etc., ex- 
perience can not be used now or in 
the future to combine with new ex- 
perience to get the ever sought wide 
spread. It would be impossible to 
weight that past experience for the 
fact that poor planes, unlicensed 
pilots and non-standardized condi- 
tions were used. 

The loss experience built up by 
such a company as The Travelers 
Insurance Company of Hartford, 
Conn., is no doubt of great value in 
rate making. It has remained in the 
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field since the early days of aviation 
insurance with the same individual 
in charge throughout the period. Un- 
derwriting conditions have changed 
but this company can weight former 
experience because it has been con- 
stantly in touch with those changes 
as they took place. 

Loss experience as a guide has the 
additional disadvantage, in a field of 
such limited spread as aviation in- 
surance, of often forcing over-con- 
servatism. As the loss ratio begins to 
approach ninety or one hundred per 
cent the natural inclination is to 
cease underwriting. The poor show- 
ing may be just temporary and a 
phase of the operation of the law of 
averages over the time dimension. 
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Some Aviation Insurance Rate-Mak- 
ing Considerations and Rates That 
Have Been “Established” 

T must be remembered always that 

the competitive conditions of the 
market to a very large extent deter- 
mine the rates that will be charged. 
One broker tells of getting a rate of 
4% on a particular risk for the fire 
hazard from an aviation underwriter 
who sets himself up as being “most 
scientific’ in all of his judgments. 
The broker “shopped around” a little 
and got a rate of 244% from an- 
other underwriter. The “expert” im- 
mediately reduced his quotation to 
2%. 

Another broker, writing when the 
business was most active, said, “At 
the present time one has to shop all 
around and then there seems to be no 
definite standard of rates. One may 
be quoted all the way from 10% to 
20% for the same risk. I know 
where there was a difference of 4% 
in a quotation and it developed that 
the company with the higher rates 
took reinsurance at the lower rates.” 


The above broker lists the follow- 
ing as the chief rating considerations, 
in addition to the general hazard fac- 
tors already discussed at length: (1) 
Be sure the type of machine is prac- 
tical and not experimental; (2) Con- 
sider the moral risk, including a con- 
sideration of the purpose to which 
the plane is to be put; (3) Evaluate 
the facilities for the care and main- 
tenance of the aircraft. 


DSOS> 
Property Hazard Rates 
HE National Aircraft Under- 


writers Association minimum 
advisory rates were as follows: 

(1) Fire, 4% to 5% varying with 
the type of engine ; 

(2) Theft, 1%; 

(3) Accidental Damage, 8% to 
18%, varying with the rating given 
the pilot and with the limitation on 
the territory of operations ; 

(4) Windstorm, 1%. 

Other rates were not quoted. A 
consideration of the above indicates 
that enough experience had been built 
up to show at least that there was 
some correlation between the charac- 
teristics of the engines and the haz- 
ard of fire. There were also indica- 
tions of correlation between the de- 
gree of accidental damage hazard 
and the ability of the pilot and the 
territory of operations. 


Typical property rates quoted at 
the present time do not vary much 
from those of a number of years ago. 
The following are the latest rates 
quoted by the underwriter most ac- 
tive at the present time: 

(1) Fire, 24% to 4%, based 
largely on the fire rating of the 
hangar ; 

(2) Accidental damage to air- 
craft, 12% to 17% of the present 
value ; 

(3) Constructive total loss, 514% 
to 12'%4%, based on the definition of 
constructive total loss; 

(4) Windstorm, tornado and cy- 
clone, %4% to 1%, based on location 
of operations ; 

(5) Theft, %% to 1%, based on 
existing protection conditions. 

An additional consideration is the 
amount of deductible the insured is 
willing to assume. 

The non-aircraft property hazards, 
with the exception of cargo loss, are 
looked upon as not strictly aviation 
hazards. The fire rating on the han- 
gar is determined. by the local rate 
making body and it is subject to 
debits and credits according to the 
rating schedule used. Fire fighting 
facilities are looked for, particularly. 





Cargo rates vary from 7% to 
1%. Some particular factors of in- 
terest are: (1) the period of the 
policy; (2) nature and value of the 
cargo; (3) the perils to be insured 
against; and (4) the different com- 
panies, firms, and persons in whose 
hands the cargo will be from the 
commencement to the end of the 
hazard. 

Damage from aircraft rates vary 
from 7¥Y% cents to 20 cents per $100 
of insurance. They vary according 
to the following factors: 

Co-insurance 
50% 100% 
5 miles from an estab- 

lished air route 10c 
5 miles from an aero- 

drome or flying field .20c 
All other risks 

DsOD> 
Third Party Liability Rates 

The public liability rates are usu- 
ally quoted per ship, per year. They 
vary with underwriters and with 
types of flying (i. e., commercial, 
pleasure, instruction, testing or stunt 
flying) from $95 to $160 for the 
basic 5/10 personal liability coverage 
and from $71 to $120 for the basic 
$1000 property damage coverage. 


10c 
74c 
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Underwriters have now adopted 
the practice of putting large risks on 
a payroll basis. This calls for an 
initial premium and an adjustment 
at the end of the year based on 
wages paid to pilots. It is felt that 
pilots’ wages are a fair measure of 
exposure. Underwriters have been 
loath to quote rates on the passenger 
hazard because of the extent of lia- 
bility assumed. 

Aviation workmen’s compensation 
rates are now quoted in the manual. 
State laws require that a rate be es- 
tablished for the given state and any 
business written for employees in 
that state must be written at the filed 
rate. Originally the rates were quot- 
ed per aviator according to two clas- 
sifications, No. 7400 and No. 7401. 
The minimum premium was _ uni- 
formly the annual premium for one 
aviator. 

The workmen’s compensation rates 
are the nearest to actuarial ones. The 
experience from the War Depart- 
ment records of training fields was 
used. Allowances were made (a 
judgment element) for the congested 
state of the training fields, the fact 
that the non-fatal statistics were 
probably too favorable because of 
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field officers striving for safety rec- 
ords by minimizing all but fatal or 
very severe injuries, and for the fact 
that commercial pilots would prob- 
ably fly 400 hours per year instead of 
200, the average number of hours 
flown in the Air Corps. With the ac- 
cident frequency thus derived the 
actuaries figured the cost of the 
death and disability benefits as pro- 
vided by the various state laws. This 
cost was loaded 35% to provide for 
the following: 
Acquisition 
Administration 
Inspection 
Investigation and Adjustment 

of claims 
Taxes, licenses and fees 
Profits 

The resultant premiums varied 
from $365 per employee per year in 
New York to $195 in Colorado for 
classification No. 7400. This varia- 
tion was due to the relative generos- 
ity of states’ compensation laws. 

The writings of the years 1919 to 
1927 encouraged the active com- 
panies to put aviation workmen’s 
compensation insurance on the regu- 
lar manual basis. The payroll basis 

(Continued on page 29) 


Ability to Dodge Approaching Thunder Storms Is Part of the Necessary Equipment of a Good Pilot 
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Accident and Health 


(Continued from page 24) 


limitations. Certainly a man should 
not be overinsured ; but he should be 
allowed at least adequate insurance. 
Here comes the rub! How give the 
good moral risk as much as he de- 
serves without making skullduggery 
easy for the bad? As the commercial 
accident and health business is oper- 
ated today, a good case can be made 
for practically every one of its re- 
strictions, and yet the honest risk of 
steady income is perhaps unneces- 
sarily restricted by the definition in 
the policy of compensable loss as 
well as by the limitations on the num- 
ber and amounts of periodic pay- 
ments. To cite only outstanding ex- 
amples of the technicalities which 
condition and determine the interpre- 
tation of the usual commercial dis- 
ability policy, here is its insurance 
clause : 

The company hereby insures (1) against 
loss resulting directly and independently 
of all other causes, from bodily injuries 
effected during the term of this policy 
solely through accidental means, and (2) 
against loss resulting directly and inde- 
pendently of all other causes from disease 
contracted during the term of this policy. 

Given the clientele to which this 
insurance is sold today, given the fact 
that physical examination of the ap- 
plicant is not required at all for acci- 
dent and infrequently for health in- 
surance—this compactly worded in- 
suring clause surprises one, not by 
the presence of a large number of re- 
strictions, but by their absence. And 
yet there are contained within its 
bounds two phrases which require 
the most scrupulous care in interpre- 
tation: “accidental means” and “di- 
rectly and independently of all other 
causes.”” The purpose of the first is 
to exclude coverage of losses result- 
ing from events or actions other than 
accidental; of the second, to keep 
separate the accident and sickness 
benefits of the policy, which are often 
for different sums. In addition, a 
third phrase, while not a part of the 
insuring clause, is very closely re- 
lated to it, that covering the definition 
of disability, particularly total. This 
is not the place to detail the intrica- 
cies of accident and health insurance 
law but certainly it is not an over- 
statement to say that of every 100 
cases in the courts requiring interpre- 
tation of the disability policy contract, 
over 95 turn on the interpretation of 
these three phrases. It should not be 
understood that it is possible to elim- 
inate offhand these technicalities un- 
der any plan of disability insurance, 
but the extent to which they can 
safely be modified marks so much 
progress toward complete indemnity, 
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2. The Insurance Must Furnish 
Dependable Protection 

SECOND requirement of com- 

plete disability protection is that 
it be dependable. Under no circum- 
stances should the insured be de- 
prived of insurance through no fault 
of his own. Only one cause (as in 
practically every other insurance 
line) should be permitted to void the 
policy: non-payment of premium. 
This would seem offhand to be a 
very reasonable requirement to make, 
and yet it is here that the commercial 
policy fails most markedly to meet 
the need of the insured for complete 
protection. This statement should 
not be misunderstood. Probably the 
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failure is inevitable. We shall dis- 
cuss briefly the reasons for it. 

We have remarked that the busi- 
ness of selling disability insurance is 
highly competitive and the technique 
of rate-making underdeveloped. The 
best evidence of this is that the phys- 
ical examination is used only in ex- 
ceptional cases as a method of select- 
ing risks ; that accident premiums are 
flat, with no variation by age, every 
age (up to age 60, for example) be- 
ing written and every policy renewed 
(up to age 66, for example) at the 
same rate; that health premiums are 
only slightly more refined, varying 
very crudely by age (usually two 
age classes, age 50 the dividing 
year). Whatever the cause of this 
backwardness, the condition exists, 
and to neutralize it, every commer- 
cial policy contains a provision which 
is the very heart of the contract. 
This provision gives the company the 
right to cancel at any time, premium 
to be returned pro-rata for the unex- 
pired term. From the standpoint of 
the company, inclusion of the cancel- 
Jation clause is absolutely essential. 





The company has no other real check 
on bad moral risk. From the stand- 
point of the insured, its inclusion 
comes very near to making his policy 
mean nothing at all. It is not that the 
companies have been quick to use 
their right to cancel (a high author- 
ity estimates cancellations and non- 
renewals together to be not more than 
2 percent )—it is that when one pur- 
chases so basic a necessity as insur- 
ance, the very least that one should 
expect is the making sure of protec- 
tion. The company the insured deals 
with may cancel or fail to renew only 
2 policies out of 100; but the law of 
average is no consolation to the man 
who finds himself one of the two. 
The possibility of cancellation is es- 
pecially serious, since to it are ex- 
posed honest men as well as dishon- 
est. Not infrequently it happens that 
the insured, after having received 
payments under his disability policy 
for one injury, is told by the com- 
pany that it no longer wishes to carry 
him because of his greater suscepti- 
bility to further disability. 

Two things are apparent: (1) the 
person insured under a cancellable 
disability policy does not have com- 
plete disability protection, and yet 
(2) he may have just as much as he 
has paid for and as much as the com- 
pany can afford to give for the pre- 
mium received. As in the matter of 
the elimination of technical defini- 
tions the problem is one of compos- 
ing the requirements of both parties 
in interest. On the one hand, insur- 
ance without any restrictions at all is 
unthinkable; such insurance would 
be in fact a contradiction in terms. 
On the other, the commercial acci- 
dent and health forms are seriously 
deficient as complete protection. 
Some middle course between the two 
extremes would seem to be indicated. 
We shall discuss a possible middle 
course presently. 


oo 


3. The Insurance Must Be Modest 
in Cost 


N the matter of cost, commercial 

accident and health policies again 
show their relationship to the cas- 
ualty insurance lines. Expense load- 
ing makes up one-half of the gross 
premium, of which agents’ commis- 
sions run anywhere from 20 to 40 
percent. These expenses are high by 
any standard. The high cost of get- 
ting and keeping and regetting dis- 
ability business (insurance is one 
year term) is due directly to the keen 
competition. Insureds are hard to 
keep on the books because there is no 
penalty for lapse and insurance may 
be picked up at any time with another 





or even the same company without 
examination and (in accident-only in- 
surance) without increase in pre- 
mium. Small wonder that the cost 
is high! 


One obvious way of cutting the 
cost of disability insurance is to 
graduate premiums carefully by age 
and to require physical examinations 
of applicants. At present there are 
not yet available sufficient rate-data 
for the first (they are being collect- 
ed), and, considering the size of the 
average premium, probably the ex- 
pense of the second would not be 
supportable. The application of these 
methods would no‘ doubt reduce con- 
siderably the amount of disability in- 
surance in force, but that remaining 
would stick longer, cost less in losses 
and expense, and be more profitable 
to the company. One practicable 
method of cutting cost remains, the 
waiting period. It has been used to 
some extent in commercial health in- 
surance, to very little in commercial 
accident. Its effect on insurance cost 
is twofold. One, it eliminates the 
necessity of paying and adjusting the 
numerous small losses which make 
up the majority of disabilities, at one 
stroke eliminating these payments 
(they bulk high in the absolute), 
more especially the administrative 
expense which is so large compared 
with the indemnity payments them- 
selves. Two, (and this especially is 
important in disability insurance) 
not only are honest small claims ex- 
cluded, dishonest are also. Without 
question, the greatest good of the 
waiting period is its second effect; 
the discouragement to dishonest 
claimants. 


So much for the advantages of the 
waiting period to the insurer. What 
of the insured? It must be admitted 
that the average applicant for dis- 
ability insurance wants to hear noth- 
ing of a waiting period. It sounds to 
him like a catch, despite the liberal 
reduction in premium he receives, 
which should be attractive. Much, 
perhaps most, of the blame for this 
rests with the companies and their 
agents, who have been reluctant to 
push aggressively contracts with 
waiting period provisions. And yet 
there is no reason why an insured 
should expect to be paid for every 
little cold or scratch, except perhaps 
for the undoubted satisfaction most 
people get out of collecting on their 
insurance policies. Surely the insured 
could much more economically bear 
the loss of a few minor disabilities 
out of his own pocket. He does not 
need coverage from the date of in- 


JoURNAL OF AMERICAN INSURANCE 


jury for complete protection ; his in- 
surance cost for such protection is 
high whatever the absolute size of his 
premium bill. 


(The Second Part of This Article 
Will Deal Further with the Complete 
Accident and Health Policy.) 


QoaS 


Aviation Rating 
(Continued from page 27) 


was put into effect January 1, 1927. 
An additional classification was 
adopted at that time, No. 7403. The 
new rates are quoted per one hun- 
dred dollars of payroll, ranging 
from: 


Arizona to New York 


$ 7.15 $14.37 
11.43 22.99 
3.83 4.68 


This change will ultimately make 
it possible for companies writing the 
business to accumulate experience 
and check the adequacy and reason- 
ableness of the original rate assump- 
tions. A minimum of three years 
would be necessary to do this, how- 
ever, and that period may be con- 
siderably lengthened by the lack of 
adequate exposure. 


Some companies have enjoyed 
profits from these rates. One com- 
pany, however, writes, “At the out- 
set we offered workmen’s compensa- 
tion insurance on aircraft—but our 
experience with such undertakings 
was particularly disastrous.” The 
difference lies largely in the selection 
of risks. In the last analysis, selec- 
tion is of primary importance, espe- 
cially where rates are fixed. 


QoS 


ERSONAL Hazard rates (i. e. 

those for accident insurance and 
for life insurance) vary according to 
the classification into which the appli- 
cant is put. One company has eight 
of these classifications which are 
based on the degree of exposure to 
which the applicant is subject, rang- 
ing from an occasional passenger to 


29 


a stunt pilot. The rates vary from 
$20 to $100 per $1000 of insurance 
with extra premiums added for dis- 
memberment and weekly accident in- 
demnity. 

The one firm impression left by a 
study of aviation insurance rates is 
that they are most unexplainable and 
incomparable. They cannot be com- 
pared among hazards or among com- 
panies because no two coverages, or 
risks are exactly alike. The only 
thing that may tend to greater uni- 
formity is either complete monoply, 
greater cooperation, or greater com- 
petition among the underwriters. It 
is alleged that the great majority of 
American risks are reinsured up to 
90% with Lloyds of London. If this 
is true foreign monoply seems more 
likely than cooperation. Foreign 
monoply is not assurance of more 
uniform rates especially where the 
service sold is so unstandardized that 
the charges can be based on “what 
the traffic will bear.” 
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Governmental Regulation 

(Continued from Page 20) 
State Insurance Commissioners at 
their national conventions and in co- 
operative efforts that insurance is to 
receive its main support in the move- 
ment for substantial uniformity of 
state laws. 


In conclusion, it is the opinion of 
men well versed on the subject of in- 
surance that the insurance business 
is likely to continue to be a much- 
regulated business—that “there will 
be more rather than less of regula- 
tion.” We should hope, however, 
that the time is not far distant when, 
upon all matters of importance touch- 
ing broad lines of principles and of 
policies, the various states will come 
to impose practically the same re- 
quirements. The doing away with 
conflicting state requirements prob- 
ably would do more than anything 
else to bring about that greater har- 
mony between government and in- 
surance which all parties concerned 
would wish to see accomplished. 
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The Weather Hazard 


(Continued from page 15) 


The emission of electrically charged 
atoms, or corpuscles, will consequent- 
ly result, at each point, of the atmos- 
phere, in a downward current of neg- 
ative electricity, which may be called 
the atomic or corpuscular current. 
This current will charge the earth 
until the return conduction-current 
balances the atomic or electronic cur- 
rent, at each point in the atmosphere. 
The penetrating radiation from the 
outer layers of the atmosphere pro- 
vides a sufficient basis for the ex- 
planation of the maintenance of the 
earth’s negative charge. The intens- 
ity and quality of the penetrating 
radiation, the number of molecules 
available for possible ionization by 
the radiation, and the range of the 
electrons set free, all change with the 
altitude. The new Milliken-Cosmic 
Ray possesses a greater penetrating 
power than any other ray yet discov- 
ered. The possibilities of its develop- 
ment, in the elucidation of atmos- 
pheric problems concerning climatic 
changes and fluctuations in tempera- 
ture and precipitation, may be far- 
reaching. Whatever the character of 
the radiation-ray a considerable por- 
tion of the whole penetrating radia- 
tion comes from the soil, and is di- 
rected upwards, but this difficulty 
disappears when it is remembered 
that the average hardness of the 
radiation from the soil is very much 
less than that of the radiation which 
reaches the earth from the outer lay- 
ers of the atmosphere. 


Again, it might appear that the 
corpuscles set free by the penetrating 
radiation should, on account of their 
great energy, produce in the atmos- 
phere many more ions per second 
than are actually found to be pro- 
duced. This difficulty and others of 
allied nature become greatly reduced 
in magnitude, however, when consid- 
ered in the light of the very swift 
radium rays passing through a gas 
like the atmosphere. 


In Conclusion 


Some of the lessons to be derived from 
this study and that contained in the 
Twelfth Section of THE RAINFALL 
HAZARD, appearing in the June 1928 
issue of this Journal, may be briefly sum- 
marized as follows :— 


1. Having deliberately selected the 
course of the flight, or having been as- 
signed to flying duty on some established 
airway, the pilot should personally inspect 
his own ship, irrespective of the report of 
the mechanics, and satisfy himself, over 
and above all doubt, as to the complete 
serviceability and readiness of his plane 
for the particular duty to be performed. 
His own inspection must be impartial and 
thorough, 
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2. In the annual analysis of aircraft 


accidents, for the fiscal year 1926-1927, 
published January 3rd, 1928, by the Chief 
of the Bureau of Aeronautics, U. S. Navy 
Department, Washington, D. C., the fol- 
lowing conclusions are reached :— 


(a) The subject of aircraft safety 
and accidents is the most disquieting 
element to be contended with, and is to- 
day of intense interest to the general 
public, as well as to those immediately 
connected with aviation. A _ careful 
analysis has been made in an attempt to 
detect the underlying causes of aviation 
accidents and the results should be given 
most careful individual study by all 
concerned. 

(b) The improvement of 1927 over 
1921 (over 340%) is not due to better 
design and material alone, but also to 
better training, higher selection and 
greater vigilance concerning personnel. 

(c) There is no means of accurately 
ascertaining, but it is highly probable 
that at least half of the 20 deaths, as- 
signed to unknown causes, or to weather 
conditions, resulted from mistakes of 
personnel. This would credit personnel 
with 91 deaths, or nearly 80% of all 
fatalities. 

(d) That collisions in the air should 
rank among the three leading causes of 
fatalities is extremely disappointing. 
Such accidents can, almost without ex- 


ception, be termed avoidable. They are 
indicative of carelessness, unduly haz- 
ardous operations or, in certain cases, 
flying of an unauthorized nature. The 
elimination of this type of accident must 
be brought about. 

(e) Tail spins still lead as a cause of 
fatalities and can almost invariably be 
traced to faulty flying judgment, which 
in turn, it is believed, is most often 
traceable to lack of experience in flying, 
or lack of experience in a particular 
type of plane, or to infrequent flying. 

(4) Low stunting as one of the lead- 
ing causes of fatalities is a practice in 
violation of all the dictates of better 
judgment and existing orders covering 
this matter. This further shows that 
this peculiar form of asininity is in- 
dulged in far more frequently than re- 
ports indicate. All of the three leading 
accidents can, with few exceptions, be 
catalogued as unnecessary. 

(g) The effect of increased flying per 
year upon the occurrence of crashes 
shows that, despite the fact that pilots 
in the 400-hour class were in the air 
four times as much as those in the 100- 
hour class, and therefore exposed to 
flying hazards for a.period four times 
as long, their crashes per year were 
40% less. The results are highly in 
favor of more training, and show that 
the saturation point of staleness is far 
beyond the 400-hour limit. 
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PLATE No.V. 
HE NORTH PACIFIC OCEAN 


HE AREA OP STORM TRAVEL EX- 

PENDS FROM THE CHINA SEA EASt- 
WARD OVER THE ISLANDS OF JAPAN 

HE KURILES AND THE ALBUTIANS. 
THENCE OVER CaNaDA AND THE UNI- 
TED STATES,CROSSING THE NORTH aT- 
LAN?10,B0ROPE AND ASIA,RETURNING 70 
@HE PLACE OF ORIGIN,T0 RESUME AGAIN 
THE RASTWARD LINE OF TRAVEL, 





A DYNAMIC GRAPH OF EXCESSIVE RAINFALL 
CONCENTRATED UPON A VULNERABLE OBJECTIVE 
DESTRUCTIVE OF LIFE AND PROPERTY 

















PLATE No. V.—Cartographically represented are these ideal conditions of impounded pre- 
cipitation subjected to the increments of accumulated storm water, with no spillway to reduce 
persistent and irresistible pressure on high-dam construction. 

Storm movement and rainfall distribution are herewith graphically represented. A Cyclonic 
area entering the United States from the Aleutian Islands in the North Pacific Ocean in April, 


1927. The path is indicated by the heavy dark line. 


Circles and dates within show the loca- 


tion of storm centers on successive days. The increasing interval between the dates shows the 
augmented progressive velocity of the Cyclonic area on its eastward trend. 

The line of Storm Travel corresponds to the Cyclonic Rainfall-Type Path for the region 
traversed. See Article III, Rainfall Types, published in the January 1927 issue of this 


Journal. 


Small dots in the central and northern portions of the United States indicate the location of 
recording Rainfall Stations of the U. S. Weather Bureau. Light black lines joined to these 
stations connect them with the Power House of the assumed Reservoir Dam, in the vicinity 
of a populous community, giving rise to an extreme hazard against life and property. 

The illustration is made to show the forceful effect of the rainfall run-off, attending the east- 


ward passage of a Cyclonic area, when concentrated upon a vulnerable objective. 


Similar 


concentration produced the great Mississippi Flood of 1927, and the very destructive New 
England flood of November 3rd to oth, 1927, in Vermont, New Hampshire, Connecticut and 


Massachusetts. 





(h) The effect of increased experi- 
ence and total flying hours upon the 
crash rate is very noticeable after 400 
hours in the air, and still greater after 
1,000 hours of flying. During the first 
1,200 hours the reduction in crashes is 
very marked. 

(i) Within certain limits the number 
of crashes, injuries and fatalities are in- 
dicative of the state of discipline of the 
various units. Further consideration 
must, of course, be given to the type of 
duty performed, but the general con- 
clusion is dependable. 

(j) The fact that extended flights 
were not as safe as short flights is 
worthy of observation. Also military 
flying with its tactical formations and 
gunnery is more hazardous than straight 
commercial flying. 

(k) Analysis shows that bad judg- 
ment and inexperience were reported as 
the two leading causes for. errors in 
pilots during the year 1927. These re- 
sults show the necessity for increased 
flying and improved technique. Every 
minute in the air is an opportunity for 
important self-instruction. High-stunt- 
ing under accepted regulations will im- 
prove technique and control of aircraft. 

(1) A detailed investigation of all 
engine failures occurring during 1926 
and 1927 showed that over two-thirds of 
these failures resulted from operation, 
maintenance or inspection, laxness of 
the ground crew, or clearly negligent 
service on the part of the pilots. There- 
fore with reasonable care and operation, 
the reliability and security of power 
plants can be greatly increased. 

(m) The large percentage of struct- 
ural failures in the undercarriages and 
wheels of aircraft shows the desirability 
of improvement of these members, and 
also the necessity for greater skill on 
the part of pilots in protecting these 
weaker elements of the planes. 

3. Aviation seeking protection to life 
and property by insurance coverage must, 
through its personnel, observe every pos- 
sible precaution to prevent loss of life and 
waste of material. 

4. The French fliers, Costes and Le- 
brix, on March 2nd, 1928, lost 43 flying 
hours and damaged their plane, on the 
airway in western Pennsylvania, between 
New York and Cleveland, by a forced 
landing, through ignoring official weather 
forecasts end taking their chances in the 
dangerous SE. quadrant of a Cyclonic 
LOW. The entire hazard could have been 
avoided, either by waiting for favorable 
weather or taking another airway to the 
south and west. 

5. Ocean and Sea fliers must learn to 
govern their flights by the foreknowledge 
of all available weather information, 
plotted on suitable daily charts and made 
to cover the entire airway, from coast to 
coast, using expert knowledge to extend 
and fill in blank spaces by admissible sub- 
stitutions of meteorological data. Each 
chart should be preserved for comparative 
study in watching progressive weather 
changes from day to day, and in learning 
the progression of weather phazes from, 
west to east, in the northern hemisphere. 
Blank charts for the purpose can be ob- 
tained from the Weather Bureau of the 
U. S. Department of Agriculture, or from 
the Hydrographic Bureau of the U. S. 
Navy Department. 

The inherent weakness of dams to 
protect against the overwhelming dangers 
to life and property of impounded storm 
waters, and of river levees to protect 
against similar dangers from flood waters, 
invites the action of State Legislatures to 
provide the laws for enforcing the con- 
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struction of SPILLWAYS and STOR- 
AGE RESERVOIRS to take over and 
render harmless the surplus storm waters 
of existing water-sheds. The rapid settle- 
ment of all parts of the United States, 
has made such governmental control im- 
perative, and the enforcement of the law 
should be secured by adequate inspection 
and the imposition of proper penalties. 
THE END 


Sa 


Business Interruption 
(Continued from page 7) 


of all plants or properties herein de- 
scribed for the three hundred (300) 
days of full operation next preceding 
the fire.” It should be noted that a 
somewhat similar effect to that of a 
coinsurance clause is secured by lim- 
iting the amount of indemnity recov- 
erable for any one day to a fraction 
(1/300th or 1/365th) of the total 
amount of insurance. The word 
“day” or “working day” is stated in 
the policy to cover twenty-four hours. 
Per diem liability under the seasonal 
policy form is adjusted accordingly, 
and for a three months’ period, for 
example, would be 1/75th or 1/90th 
of the amount of insurance. 

The business interruption, or use 
and occupancy, policy assumes no 
liability “on account of damage to 
the finished product, or for the time 
required to reproduce any finished 
product which may be damaged.” 
Just as under the standard fire policy, 
so here the insured is not entitled to 
compensation on account of delay 
“occasioned by any ordinance or law 
regulating construction or repair of 
buildings, or by the suspension, lapse 
or cancellation of any license or for 
any other consequential damage.” 
Only raw stock, stock in process, 
may properly be covered in a manu- 
facturing risk, as finished stock has 
already passed through the process 
of production and a profits form of 
policy is required for it. The ap- 
praisal clause refers to the fire policy 
to which the business interruption 
policy is attached, and requires that 
“in case the insured and this com- 
pany are unable to agree as to any 
question affecting the amount of loss 
under this policy, the same shall be 
determined in the manner provided 
by the policy to which this form is 
attached, the provisions of which pol- 
icy shall govern in all matters: per- 
taining to this insurance, except as 
herein provided.” The lightning haz- 
ard may be assumed under a light- 
ning clause, except as provided in an 
electrical exemption clause, which 
may also be added. It exempts the 
company from liability “for any use 
and occupancy loss resulting from 
damage to dynamos, exciters, lamps, 
switches, motors and other electrical 
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appliances or devices, caused by elec- 

trical currents whether artificial or 

natural, including lightning.” 
(Continued in our next issue) 


New Books On Casualty 
Insurance 


(Continued from page 22) 

If one reads “Casualty Insurance” 
for what it is, a condensed summary, 
treating in encyclopedic manner a 
wide variety of topics, each worthy 
of book length discussion, there can 
be only commendation for the ad- 
mirably accomplished effort. How- 
ever, for intensive study of specific 
questions of controversial nature, the 
conclusions in some instances should 
serve largely as guides to further in- 
vestigation. For example, no few 
paragraphs could settle for all time 
the matter of the comparative merits 
of mutual and stock companies, or 
the desirability or undesirability of 
compulsory automobile insurance, or 
tread the many mazes of workmen’s 
compensation underwriting. 

Any library of insurance will be 
the gainer by adding this volume to 
its shelves, and the individual who 
needs a handy reference work to look 
up the high-lights of casualty insur- 
ance will find the book indispensable. 


Lifelights 


(Continued from page 19) 
He shot the last question at me 
almost savagely. 
“Well,” I answered, 


“T suppose 
every man who thinks at all has had 
thoughts like that.” 


“Just so,” he replied. “And the 
only thing that can keep us going 
steadily on with our jobs, doing our 
best, is belief that somewhere there 
is a blue-print of the whole. Some- 
where there is a mind that under- 
stands what we are doing, and that 
sees the end from the beginning. 
Some day the structure will take 
shape, and we will have done our 
part in making it possible. I do not 
think I was wasting my precious va- 
cation by watching the workmen in 
that hole.” 


Milwaukee Convention 


LANS are already well under 

_ way for the big gathering of the 
Federation and Association in Mil- 
waukee on October Ist, 2nd, 3rd 
and 4th, 

There is still time, however, for 
suggestions to be made concerning 
topics which might be discussed. 
These will be gladly received and 
passed along to the committee in 
charge of the program if sent to the 
American Mutual Alliance, 180 No. 
Michigan Ave., Chicago. 
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of its business for the pur- 
pose of obtaining the greatest benefits 
for its policy-holders and as its contribu- 
tion to a continuance of the present 
high regard for the principles of mutual 
insurance. 
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From Seattle, Washington to Jacksonville, Florida—East or West 
—anywhere in this country or in Canada — day or night — the 
“L-M-C” policyholder is within easy reach of one of our claim 
representatives, if he needs service in an accident or emergency. 


If you plan to tour on your vacation this year or even to take week- 
end trips, this is of real imporance to you. Anyone who has had an 
accident away from home, where he was not known, realizes how 
invaluable the help of our claim service representatives can be. 


The “L-M-C” offers you the combination of coast to coast claim 
service, absolute protection, and an unbroken record of annual cash 
dividend savings to policyholders. 


Lumbermens Mutual Casualty Company 


JAMES S. KEMPER, President 
Pantheon Building Chicago, U. S. A. 


Associate Company 


Under “L-M-C” Management AMERICAN MOTORISTS INSURANCE COMPANY 














